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BY PUBLIC GENERALLY, THE GOVERNMENT , OR EVEN BY MOST Of THE NOM-COMMUN I ST LEFT 

LESS PUBLIC FEELINGS WERE ARTIFICIALLY AROUSED . HE IS REMEMBERED NOT/FOR 
IDEN C DECISIONS, BUT ALSO FOR HIS POSTWAR GENEROSITY TO JAPAN. 

3'. HOWEVER, IT lj ALTOGETHER LIKELY THAT VISIT WOULD BE SEIZED UPON BY SUCH 
COMMUNIST-INFLUENCED ORGANIZATIONS A^S TEACHERS UN I QN, COLLEGE STUDENT FEDERATION, 
AND COUNCIL AGAINST .'HOC LEAR WEAPONS ] AS EXCUSE FOR NUISANCE DEMONSTRATIONS OF 
SORT WHICH THEY ORGANIZE AT EVERY OPPORTUNITY. THIS COULD BE PERSONALLY EMBARRASS- 
ING TO IDEN A AND WOULD CAUSE WORLD-WIDE HEADLINES CREATING UNFORTUNATE IMPRESSION 
IN AREAS WHERE COMMUNIST-INSPIRED NATURE SUCH DEMONSTRATIONS WOULD NOT BE UNDER - 
STOOD. i 

*. IT IS ALSO POSSIBLE THAT DEMONSTRATIONS COULD LEAD TO DOMESTIC REACTIONS 
OF MORE THAN NUISANCE NATURE IF THE EXTREME LEFT CHOSE TO MAKE AN ALL-OUT EFFORT. 
IN NORMAL TIMES THAT RISK WOULD BE SLIGHT. /BUT IT DESERVES CONSIDERATION IN THE 
PRESENT SUPERCHARGED POLITICAL CLIMATE/.In'vHICH COMMUNISTS AND SYMPATHIZERS ARE 
SEIZING UPON EVERY WSAPCN. A T T ftS i R BiS PSS AL IP -HARASS THE K I SKI GOVERNMENT AND 
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DISCREDIT ITS POLICIES, INCLUDING THOSE OF ALIGNMENT WITH THE UNITED STATES AND THE 

FREE WORLD. THE POLITICAL SITUATION HERE KAY EC BETTER STABILIZED BY TIME OF 
PROPOSED VISIT, IN WHICH CASE RISK OF DEMONSTRATIONS WOULD REMAIN BUT DANGER THEY 
WOULD LEAD TO SERIOUS REPERCUSSIONS WOULD Bl 



! III"! 




DN BALANCE RECOMMEND ASA IMST V^glj UNLESS POLITICAL ATMOSPHERE 



IMPROVES AND 




AND I DEN A CONSIDER RISK OF 




6. RESULTS OF VISIT, IF ONE IS MADE, NATURALLY WOULD DEPEND TO CONSIDERABLE 
EXTENT ON NATURE OF ADVANCE ARRANGEMENTS AND i'KmA^BUC UTTERANCES DURING 
AND IN CONNECTION WITH VISIT. ASSUME THAT BOTH THESE POINTS WOULD BE CARE FULL* 
CONSIDERED 2Y I DEN A *™ BsKttD i>0 CAR §£"-LY COORD I NATED. W I TH j 
IN THIS "^"T'^NIT^SHCUU BE RECALLED THAT I DEN ABATEMENT EARLIER THIS, 
YEAR DEFENDING ftJ^DEcTsiONS OCCASIONED CONSIDERABLE FUROR H l DOUBTLESS 

WOULD BE TAXED ON THAT STATEMENT BY PRESS, AND WOULD HAVE PROBLEM FIELDING SHARP 
QUESTIONS. 
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PROBABLE DEVELOPMENTS IN JAPAN 



THE PROBLEM 



To analyze recent trends and to estimate probable developments In Japan over 
the next five years, with particular emphasis on Japan's international orientation. 



CONCLUSIONS 



1. Japan's critical dependence upon the 
US (or defense and on the non-Commu- 
nist world for trade will continue to be 
a powerful deterrent to any significant 
shift in Japanese foreign policy. Assum- 
ing ratification of the US-Japan Treaty 
of Mutual Cooperation and Security— 
which we believe to be likely-and no 
major economic reverses. Japan's foreign 
policy will probably remain essentially 
unchanged over the next two or three 
years. (Paras. 12, 16-17) 

2. Under the revised security treaty, the 
US will probably be able to maintain a 
substantial military position in Japan. 
Despite continued left-wing opposition to 
US forces and bases in Japan, and the 
dependence of these bases upon Japanese 
labor for effective operations, we believe 
that the US will be able to use them for 
logistical support of security actions in 
the Far East. The Japanese Government 
probably would not agree to the launch- 
ing of combat operations from the bases 



it were convinced that the hos- 
tilities Involved a critical threat to 
Japan's security. (Paras. 37-38) 

3. It Is highly unlikely that Japan will 
consent to the introduction of nuclear 
weapons Into Japan during the period of 
this estimate. Except in an extreme 
emergency such as a direct threat of at- 
tack on Japan itself or, possibly, as a last 
resort to keep South Korea from falling 
before a Communist invasion, It is virtu- 
ally certain that Japan would not agree 
to permit the launching of nuclear strikes 
from bases in Japan. (Para. 39) 

4. A key factor in Japan's international 
orientation Is the state of the economy. 
The economic outlook for Japan is good, 
assuming continued high levels of foreign 
trade, particularly with the US. A pro- 
longed economic recession would prob- 
ably create strong pressures within Japan 
for expanded relations with the Bloc, par- 
ticularly CommuMS! l JM^tf lU, * Paras. 
13,28-30) 
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5. Under any government an important 
Japanese foreign policy objective will be 
the improvement and, eventually, the 
normalization of relations with Commu- 
nist China, Japan will probably make no 
significant overtures in that direction so 
long as Communist China continues its 
hostility toward the Kishi government or 
insists upon the loosening of US-Japanese 
ties and the acceptance of Peiping's claim 
to Taiwan as the price for improved rela- 
tions* However, if Peiping were to reduce 
its demands and adopt a conciliatory 
approach, Japan would probably agree to 
Chinese Communist offers to expand 
trade and other relations. If Communist 



China were admitted to the UN, or if 
other major nations were to recognize 
Peiping, Japan would probably feel a 
strong compulsion to recognize Peiping, 
although it would probably seek US 
acquiescence (Para. IS) 

6- There is widespread, but at present 
quiescent, neutralist sentiment in Japan. 
This sentiment could increase rapidly if 
the Japanese came to believe that US 
deterrent power could not prevent Com- 
munist aggression. Soviet rocket and 
space achievements have already raised 
some doubts on this score where none 
existed two years ago (Para. 20) 



I. INTRODUCTION 

7. Japan is the muat dynamic uf the 
munlst states of Asia. Its economy ts 
ing at a rapid pace, Its 



social structure is 



policy is developing along lines of greater in- 



world (or 

portunltles, (ts foreign policy u 
the maintenance of close ties wlU 
the West. Moreover. Japan ha* achieved re- 
markable results In almost every field of en* 
deavor during the past 15 years and. although 
the nation is not committed by tradition to 
any fixed orientation in world affairs or 
wedded to Western patterns of political be- 
havior, In broad outline the present form of 
parliamentary democracy and Japan's align- 
ment with the West are supported by the 
majority of the Japanese people. 

8. Many of Japan's historic national values 
and traditions were destroyed or weakened by 
military defeat, occupation, and foreign Im- 
posed reforms. The process of integrating old 
and new values is not yet complete and many 



uncertainties remain in the highly complex 
Japanese society 

9. Japan u enjoying a period of prosperity 
whtc\\ transcends anything It has previously 
experienced. IU economy has proved capable 
of impressive rates of expansion. However, 

facts remain; Japan Is poor In 
; it still has a serious popu- 
; and its economy is highly 
to international economic condl- 
the Japanese have no control. 

10. Moreover, the political structure Is fur 
from stabilized. Most of the population, par- 
ticularly the peasants and businessmen, is 
conservative in outlook. It is upon this ele- 
ment that the governing Liberal-Democratic 
Party (LDP) bases its strength. There Is a 
sizable, restless, radical element, comprising 
about one-third of the electorate, among op 
ganized labor, intellectuals, and students from 
which the Urge Japan Socialist Party (JSP) 
and the smaller Japan Communist Party 

(JCP) draw their followers. 




11. The most signlflc 
not between the radi 
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by party discipline or by the broader * 
ations of Japan's Internal stability or : 
tional position. Although the leaders of all 
factions of the Liberal-Democratic Party ap- 
pear to recognize the necessity of close ties 
with the West, they do not hesitate to exploit 
foreign policy issues for personal advantage. 
The Prime Minister Is subject to continual at* 
tack from Socialists and Communists on the 
one hand and, on the other, is constantly un- 
dermined by the aspirants for his Job among 
the faction leaders of his own party. The 
press keeps up a rapid drumbeat of bitter and 
sweeping criticism or successive Japanese gov- 
ernments. Consequently, the position of a 
Prime Minister such as Kishi, who is seeking 
- in important internal matters 
a dynamic foreign policy, is es- 

peclally 



12. During the next 12 months. Kishi and his 
government will race some very difllcult tasks. 
The moot Important will be the ratification of 
the revised US-Japan security treaty and re- 
rhlch Is now scheduled for 
in the spring of 1M0. The 



sensitive aspects of Japanese politics and pub- 
lic susceptibilities. The outcome of the de- 
bates will not only affect the political future 
or Kishi, a major proponent of close ties with 
the US, but will also have an important bear- 
ing on the entire range of US-Japan relations 

13. There are several factors which will con* 
tinuously affect Japan's International orien- 
tation. Primary among these is the state or 
the economy. Japan is completely dependent 
upon foreign trade and international market 
conditions for its economic well-being Con- 
sequently, any Japanese government must 
place first emphasis upon maintaining the 
best possible trading position. Any signifi- 
cant economic reverse, especially if accom- 
panied by a dental of economic opportunities 
or discrimination against Japan by the West, 
to strengthen the hand of the 



nonconserraUve political groups and to in- 
crease pressures on the government to cut its 
defense expenditures and seek commercial 
and political rapprochement with the Bloc. 
Communist China. 



14. There is also Japan's proximity to an In- 
creasingly powerful Communist China. The 
Japanese people in general have a considerable 
sense of rapport with the Chinese, based upon 
historic, cultural and commercial ties. Vir- 
tually all Japanese leaders believe that even- 
tually Japan must normalize relations with 

China. Another consideration Is 
neutralist sentiment in Japan, 
the nonleftist elements of the popula- 
tion, this is based upon an extreme sensitivity 
to nucltar weapons, a sense of military inade- 
quacy in the East-West conflict, and a desire 
to concentrate upon economic improvement. 

15. Working contrary to these considerations 
are the factors that favor Japan's continued 
alignment with the West — economic prosper- 
ity based almost entirely on trade with the 
non-Comraunlst world; the need to continue 
to rely on the US for defense; Communist 
China's intransigent attitude toward Japan; a 
deep suspicion of the USSR, and a reviving 
national pride 

IL THE OUTIOOK 1 

Foreign PoJicy 

10. Japan's critical dependence upon the US 
for defense and trade will continue to be a 
powerful deterrent to any significant shift in 
Japanese foreign policy. Assuming ratifica- 
tion of the USJapan security treaty and no 
major economic reverses, the broad outlines of 
Japan's foreign po"cy will probably remain 
essentially unchanged over the next two or 
three years. However, the nature and 
strength of the US-Japan relationship will de- 
pend in large measure upon the US response 
to Japan's urge for recognition as a respon- 
sible, mature power in world affairs and upon 
Japan's success in expanding Its trade with 
the non-Communist world. 
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17- The pattern of US-Japanese relations will 
also be affected by domestic political develop- 
ments in Japan. The current high degree of 
cooperation with the OS reflects the leader- 
ship of Prime Minister Klshi. who appears to 
be the most aggressive advocate of close US- 
Japanese ties among the leading Japanese po- 
litical figures- Even under Klshi. however, 
Japan will not be guided wholly by US wishes 
If Its own domestic and international interests 
appear to dictate a different course. If Klshi 
should be replaced, working relationships be- 
tween the US and Japan might become more 
difficult, especially if the transfer of power 
were accompanied by acute dissension among 
the conservatives. However, we do not believe 
that any other likely conservative Prime Min- 
ister would alter drastically the broad outlines 



18. Under any government an important ob- 
jective of Japanese foreign policy will be the 
Improvement and, eventually, the normalisa- 
tion of relations with Communist China- We 
do not believe that Japan will make any sig- 
nificant overtures to gain this objective so 
long as Communist China continues 1U undis- 
guised hcatllity toward the Klshi government, 
or so long as it insists on the loosening of US- 
Japanese ties and the acceptance of Petping** 
claim to Taiwan as the price for friendship- 
If Communist China were to reduce its de- 
mands and adopt a conciliatory approach, 
domestic pressures would probably force 
Japan to move rapidly to expand trade and 
other relations which, in turn, would Increase 
pressures for recognition. If Communist 
China were admitted to the UK. or If other 
major nations, such as Canada or France, rec- 
ognise Pelping. Japan would probably feel a 
strong compulsion to recognize Pelping, al- 
though it would probably seek US acquies- 
cence. Although increasingly aware of the 
difficulties Involves Japan will probably con- 
tinue to hope that some kind of "two Chinas" 
solution will be found which would keep Tai- 
wan non -Communist. 

19. Although Japan's trade and cultural rela- 
tions with the USSR will probably expand 
gradually, the relationship between the two 
countries is unlikely to advance beyond that 
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of correct formality. If the USSR reverts to 
a menacing and tough approach toward 
Japan, Japan's attitude will almost certainly 
harden. There is a strong current of hostility 
toward Russia in Japan, and the Issues of So- 
viet occupation of the South Kuriles and re- 
strictions on Japanese fishing are formidable, 
although not insurmountable, obstacles to a 
rapprochement. 

20 Beneath the surface in Japan there is a 
strong strain of neutralist sentiment which is 
to some degree by all elements of the 
l. Most Japanese support the Kishi 
forthright rejection of neutral- 
as a safe or realistic course for Japan to 
follow under present world conditions. How- 
ever, neutralist sentiment could be increased 
to the point of threatening Japan's close align- 
ment with the West il the Japanese come to 
believe that US deterrent power could not pre- 
vent aggression. Soviet rocket and space 
achievements have already raised some doubts 
on this score where none existed two years ago. 
Neutralist sentiment in Japan would also bo 
stimulated by the appearance of a dttcnte be- 
the West and the Soviet Union. 



21. No significant or lasting improvement in 
the bitter relations between Japan and South 
Korea is likely so long as Rhee Is In control 
in South Korea. The Japanese have probably 
come to the view that negotiations with South 
Korea under Rhee serve little or no purpose, 
but they will probably continue to seek 
through diplomatic channels some basis lor 
future agreement. 

22. In its relations with the Afro-Asian area, 
Latin America and the Middle East, Japan will 
continue to place primary emphasis upon eco- 
nomic diplomacy, seeking to expand lis mar- 
kets and sources of raw materials. In dealing 
with these areas, and in the UN. Japan will 
continue to characterize itself as primarily an 
Asian country and to stress its freedom from 
US and western influence. At the same time, 
however, Japan to an increasing extent will 
regard itself as a world industrial power shar- 
ing a basic mutualux-QilzlMftlw^wlth the 





23. Political Prospect*. During the next five 
years, the Japanese Government wlD almost 
certainly remain in the hands of moderate 
conservatives who will probably seek no drastic 
change in Japan's domestic or security poll- 
Barring a prolonged eco nom ic recession, 

conservative Japanese governments 
will probably continue to have the support of 
a large majority of the Ja 
Within this broad trend, hoi 
political c h a n ges are possible. 

24. Prime Minister KlshTs political future is 
uncertain. He need not call general elections 
until 1962 and his prestige has risen follow- 
ing his recent visit to Washington to sign the 
security treaty. He has announced his Inten- 
tion to run for another two year term as Presi- 
dent of the LDP (an office which carries with 
It the prime ministership) In the party elec- 
tions scheduled (or January 1961. The politi- 
cal power and leverage which accrue to the 

r. give Kishl a 




no signs of developing the issue, the unity, 
or the support necessary to bring him down. 
His rivals, however, are restless and Impatient 
and Kishl himself is not a particularly popu- 
lar figure within the LDP or with the public 
at large. If he desires to remain in power, 
he will have to call upon ail of his political 
skill to avoid the pitfalls that lie ahead in the 
Diet struggle over ratification of the new se- 
curity treaty, the probable subsequent reor- 
ganization of the cabinet and party leader* 
ship, and the party election Should Kishl 
leave office, voluntarily or otherwise, the trans- 
fer of power to a new regime would probably 
involve a bitter struggle for power among sev- 
eral aspirants, including Foreign Minister Fu- 
jiyama, Finance Minister Sato (Kishi's 
brother). Minister of International Trade and 
Industry Ikeda, and Takeo Mild and Ichiro 
Kono, both former cabinet ministers. 



25. The two party system as it 
since 1955 (when the left and right 
cialists formed the Japan Socialist Party' and 
the Liberal and Democratic Parties merged) 
was disrupted when right wing Socialists, in- 
cluding 52 Diet 



JSP in late 1959 and early 1960 to form the 
new Democratic Socialist Party (DSP)- The 
ultimate fortunes of the new party will depend 
on its ability to attract additional defectors 
from the JSP. enlist the support of small 
businessmen and farmers who now back the 
LDP, and weaken the hold of the JSP and 
Sohyo on organised labor. Conservative unity 
is still not firmly established and a split in the 
LDP is possible, although we do not believe 
it likely. 

26. Despite recent defections and election de- 
feats, the Japan Socialist Party, with its dis- 
ciplined labor support and its ability to in- 
fluence public opinion, will continue to be a 
major force on the Japanese political scene, 
capable of severely harassing the conservative 
government and restricting its freedom of ac- 
tion The DSP and the JSP will probably co- 

receive the support of large segments of the 
Japanese people. However, so long as the 
Socialists remain spilt, with the JSP essen- 
tially a class party largely dominated by organ- 
ized labor, the Socialists will probably not be 
able to attract much more than the one-third 
of the electorate which has hitherto supported 
them. The Socialists could attain power in 
the next five years only if the conservative 
alignment were to disintegrate, or If there 
were to occur a prolonged economic recession 
which the conservatives proved unable to cope 
with. Neither of these developments appears 
likely. 

27- The Communists, through their "united 
front* activities and their penetration of labor 
unions, mass media, teacher and student 

on Japanese opinion, and will rc- 
thcir capabilities for violence and sabo- 
If they soft-pedal their revolutionary 
; and act In concert with the Socialists and 
other "peace-loving" organizations, the Com- 
munists may regain gradually some of the 
respectability which they lost in the past with 
their violent tactics. However, except In the 
event of an economic disaster or near-break- 
down of the social ^ ^fVtl^iiirti^iVft^ 1 to 
become a significant ^^l.MrcJTn their 

own right 
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28. Economic Prospect*. Japan's economic 
prospects are dependent upon international 
economic and commercial developments, and 
particularly upon continued access to the US 
market. Japan's efforts to attain the level of 
exports necessary to sustain expanding indus- 
trial production, a rising standard of living. 

be centered on the OS- Sn response to US 
pressure, Japan has agreed to liberalize to 



the Importation of 

goods and industrial materials, and it will i 
tlnue its attempts, by 
trois, to forestall the erection ol US trade bar- 
riers against Japanese imports. It will also 
seek to persuade the US to maintain Its pres- 
ent ICA and other offshore purchase programs 
because special dollar earnings from this 
source and from outlays by and for US troops 
in Japan still mean the difference between 
profit and loss In Japan's external accounts. 

28. Assuming the current level of world pros* 
perlty and continued access to a "fair share" 
of the US market, the Japanese economy will 
continue to grow. In 1SS9 the economy re- 
covered rapidly from the recession of 1958, 
and it is likely that GNP in J FY 1960 will In- 
crease about 6 5 percent Japan's high rate 
of investment will probably continue and be 
concentrated In the basic industries, steel, 
electric power, transportation, chemicals, and 
machinery. The government will probably 
not hesitate to apply Its controls— on credits, 
investments and Imports— if the rate of invest- 
ment again threatens to result in excess pro- 
duction and a speculative Increase In imports 

30. The Issue of trade with Communist China 
will probably not become an acute political 
problem as long as the Japanese economy con* 
tinues to prosper, and Feiptng continues its 
antagonistic policies toward the Japanese 
Government. Japan will seek actively to ex- 
pand its trade in all promising markets, in* 
eluding the USSR, but for the period of this 
estimate, at least, trade with the US will con- 
tinue to be the key to Japan s economic well- 
being and the point of primary emphasis In 
its trade efforts. A major economic reverse 
would create strong 



for expanded relations with the Bloc, particu- 
larly Communist China. 

31. Military and Security. Japan will con- 
tinue to depend primarily on US deterrent 
strength for its defense. At the same time, 
the trend toward acquiring and developing 
technically advanced conventional weapons 
will continue and probably accelerate, pro- 
vided there is no significant economic reces* 

and despite a considerable amount of 
opposition. Although at the end of 
the period of this estimate Japan will prob- 
ably hare a well-trained and efficient defense 
force. It will sUU have only limited ability to 
defend Japan against major attacks. 

32. Japan will probably make substantial 
progress In research and development of nu- 
clear energy lor peaceful uses within the pe- 
riod of this estimate Japan may eventually 
develop its own nuclear weapons, although not 
within the period of this estimate. 

33 The US- Japan Security Relationship. The 
revised US-Japan security treaty and related 
agreements were presented to the Japanese 
Diet on 5 February 1900. It is likely Uiut the 
ensuing Diet debate over ratification will be 
one of the most bitter and protracted in post- 
history. The Japan Socialist 
veil organized supporters, faced 
that the treaty will be rati- 
fied If the Diet vote follows party lines, will 
probably use demonstrations, strikes, parlia- 
mentary obstructionism, and possibly a Diet 
boycott to prevent or delay ratification. How- 
ever, their extremism will be tempered by the 
moderate attitude of the Democratic Socialist 
Party. The Japan Communist Party will use 
its influence over segments of organized labor, 
students and front groups to attempt to rally 
public opposition to ratification. The brittle 
unity of the Liberal-Democratic Party will be 
under severe strain and Klshl will probably 
have a very difficult time maintaining party 
discipline. Although we believe that he is 
likely to achieve Diet ratification, a general 
election on the issue is possible. 



34 The major targets 
will probably be the & 
years), the limitation 
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Japan proper, the rights of the US to use its 
military bases to Japan in a conflict In which 
Japan Is not directly Involved, and the ques- 
tion of introduction of nuclear weapons into 
japan by the US, 

38. The US has met Klshi's most urgent re- 
quirement by agreeing that the US will con- 
sult with the Japanese Government before 
making major deployments of forces into 
Japan, Including major changes in equipment 
( specifically the introduction of nuclear weap- 
ons), or before using military bases in Japan 
to conduct combat operations directly from 
Japan. The language of the present Admin- 
istrative Agreement governing the status of 
US forces in Japan will be modified somewhat 
to remove Its occupation flavor and to bring It 




yen to the support of the US 
has been eliminated. 



36. The terms of the revised security treaty 
do not affect the status of U3 bases on OM- 
Howcvcr, Japan wUl continue to seek 
legree of participation in Hy- 
ukyuan affairs, and the 

of US administration of the 




arise tn US re* 




relations snouja major 
latlons with the islanders 



37. With the ratification of the security treaty, 
the US will probably be able to maintain a 
substantial military position in Japan. De- 
spite the provisions of the treaty, however, the 
unimpaired use of « 
purposes in support of 

for ex- 
; being highly 

Japan* 
greatly 

ness for logistical support. The presence of 
US forces and bases in Japan will continue to 
meet with strong opposition, particularly from 
the Socialists, Communists, and the large de- 
ments of organised labor which are under left- 
wing domination. Moreover, in a time of 
crisis In which Japan itself were not immedi- 
ately threatened. It is possible that another 




treaty narrowly or press for its revision, par- 
ticularly If It encountered strong internal op- 
position to the US use of the bases* However, 
on balance, we believe that the US would be 
able to use Japanese bases for logistical pur- 
poses in support of security actions elsewhere 
in the Far East during this period, although 
the Japanese Government would expect to be 
informed in advance of our intentions, 

38. The Japanese regard the consultation ar- 
rangements provided in the new treaty as de- 
signed primarily to prevent Japan from be- 
coming Involved in hostilities against its will. 
The Japanese Government probably would not 
agree to the use of US bases in Japan to launch 
combat operations involving conventional 
weapons against targets elsewhere in the Far 

it were convinced that the hostili- 
lnvolvcd were a critical threat to Japan's 
w future security. Approval (or 
combat operations would be almost cer- 
tain in the event of a Communist attack on 
the Republic of Korea, and probable in the 
of Taiwan Itself However, the Japanese 
their decision on their own analysis 
of the situation, carefully balancing the im- 
portance of the threatened area to Japan's 
own security against the likelihood of retalia- 
tion against Japan. 

39. It is highly unlikely that the Japanese 
Government will consent to the Introduction 
of nuclear weapons into Japan during the pe- 
riod or this estimate Except in an extreme 
emergency such as a direct threat of attack 
on Japan Itself or, poasibly, as a last resort 
to keep South Korea from falling before a 
Communist invasion. It Is virtually certain 
that Japan would not agree to permit the 
launching of nuclear strikes from bases in 
Japan. 



40. If Prime Minister Kishi should fail to ob* 
tain approval of the new security treaty, the 
US military position in Japan would be seri- 
ously threatened. If. as is probable, a con- 
servative government remains in power, US 
bases could probably be maintained substan- 
tially in their present form for a year or two, 
because no OTnsc ^ ati i&|fl^flfl^nliTOuId be 
willing to risk saoril5?i^^fi|r|^ononiic and 

terives from Its associ- 





ation with the US by demanding a withdrawal 
of US forces. However, failure to secure rati- 
fication of the treaty would impair all aspects 
ol the US-Japan relationship, and would re- 
sult in a gradual deterioration of our base 
potior, ThT speed of this deterioration 
would depend upon the reaction of the US to 
the defeat of the treaty, 
under which it was brou 
willingness of those who . 
seek a new basis for continuing the relation- 
ship. Whatever the circumstances, however, 
defeat of the new security treaty would lead 
the public to expect the present military ar- 
rangements to be altered, and the use of US 
to be circumscribed by additional re- 



41. An announcement by Communist China 
that nuclear weapons were stationed on Chi- 
nese soil would have a profound effect in 
Japan. We believe It likely that such an an- 
nouncement would greatly increase neutralist 
tendencies among the Japanese people and 
public pressures upon the government to seek 
an understanding with Communist China, 
r. If Kishi or some other Prime Minis- 
of similar convictions and courage were at 
I of the Japanese Government, the gov- 
might agree to the stationing of US 
weapons in Japan, but not without 
form of Japanese participation in con- 
trol of their use. Even so the Japanese Gov- 
eminent would probably have to move against 





ANNEX 



PRESENT SITUATION AND TRENDS 
A, Political 

1. Ktihi and the Liberal-Democratic Party. 
Prime Minuter Kishi recovered from the Po- 
lice Bill defeat which nearly led to hu political 
eclipse Id late 1958. and his position has been 
by the result* of the municipal 
in the spring of 

195».» 




the first time since the end of the . 
that the upward trend Ln the Socialist's 
lar vote was reversed. Although the 
Democratic Party did little more than hoid its 
own; the election was considered to be a major 
victory for the conservatives and a vote of con- 
fidence for Kishi This has enabled Kishi to 
hold to his policy of no official contacts with 
Communist China and to move forward with 
the revision of the US-Japan security treaty. 

2, Nevertheless factional rivalries wtthlr 
LDP still constitute a threat to Kishi's 
tlon. In forming a new cabinet foilowtn| 
elections Kishi was rebuffed in his efforts to 
engage the responsibilities of all the major 
factional leaders and was forced to rely pri- 
marlly on a new factional grouping led by 
his brother, Finance Minister Eisaku Sato, 
and Minister of International Trade and In* 

This arrangement left 

'Of the «7 Lower House seats, ihe LDP holds 288. 
the Sociali-t* 165 sad the Communists one; there 
are two independents and 11 seats are vacant 
The LDP has 138 of the 250 Upper Houu 
and Is supported by almost all of the 25 
pendents; the Socialists nave 84 Upper 
Slats, the Communists three, and two are vacant 
The Soctaiut totals include the 44 Diet mem&ers 
(38 In the Lower and IS In the Upper Bouse; 
who seceded from the JSP m late 1959 and early 
1960 to form the Democratic socialist Party. 



important segments of the party (including 
that led by Ichiro Kono, a bitter rival of Dccda 
hitherto a strong Kishi supporter) out- 
the cabinet and the party hierarchy. 
Although temporarily quiescent in recent 
months, these rivalries will almost certainly 
to the surface again as the various fac- 
to upset 
Thus far, Kishi, firmly 
by the business community and 
with substantial financial resources at his dis- 
posal, has been able to beat down challenges 
to his authority and to maintain a reasonably 
firm degree of party discipline. His task has 
been made easier by the fact that his rivals 
are also competing sharply among themselves, 
and have been unable to form an antl-Klshl 
"united front," After the security treaty Is 
ratified, it Is likely that Kishi will attempt to 
reshuffle his cabinet and the hierarchy of the 
Liberal Democratic Party to further strength- 
en his position. 

3, The Japan Socialist Party. The position 
of the opposition Japan Socialist Party deterio- 
rated during 1959. In March, a Socialist mis- 
sion to Pelping designed to play on popular 
enthusiasm for normalization of relations 
with Communist China, boonwranged. The 
Joined in a joint communique with 
US Imperialism. 
This cost the Socialist Party considerable pub- 
lic support The poor showing in the Upper 
House elections, even in the Socialist's urban 
strongholds, aggravated the long-standing 
Intraparty conflict between the dominant left- 
wing, which Is tied to the Communist-lnfil- 
Council of Labor Unions 
(SOHYO), and the minority right wing which 
advocate a less militttrMMflleWMre pro- 
gram which might tpPH Wain's conserva- 
tive masses 
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4. In October, after a bitter debate In the 
party convention, this conflict led to the defec- 
tion of 33 right wing Socialist Diet members 
under the leadership of Suehiro Nishio. Ad- 
ditional defections followed, and when the 
new Democratic Socialist Party was formed in 
late January, under Nishio's chairmanship, it 
included 54 Diet members and had the full 
support of Zenro, Japan's second largest trade 
union confederation- The Socialist Party de- 
fections reflected not only right wing dissatis- 
faction with the extremist policies of the JSP 
but also what appears to be a growing demand 
for a party that lies somewhere between the 
present conservative and JSP camps. Whether 
or not the DSP in time gains a firm foothold 



ing and hazardous 
half of this numbc 
and covert activities if 

B. Economic 



Probably 
in illegal 
to do so. 




colleagues, unfaied by the 
continue on their extreme leftward course. 
Their foreign policy objectives, including abo- 
lition of the US-Japan security treaty and the 
eventual neutralization of Japan, continue to 
be virtually undistinguishable from those of 
the Communists. The participation of the 
JSP and Sohyo In a demonstration at the Diet 
27 November In the course of which demon- 
strators forced their way past police into the 
Diet grounds, earned them extensive public 
criticism and probably helped to enhance the 
public standing of the new party movement. 

5. The Japan Communist Party. The Japan 
Communist Party has an estimated member- 
ship of about 70,000 and it has attracted about 
one million votes of a total 40 million (about 
2.6 percent) In national elections. However, 
it controls only one seat in the Txjwer House 
and three in the Upper House of the Diet. 
The party has heavily Infiltrated intellectual 
circles, student groups, and leftist teachers, 
government employees, and railway workers 
unions. As a consequence, it exerts o 
able Influence. However, the party is 
by factional cleavages 
logical differences, 
ttal capabilities for . 
tage. An estimated 30 to 40 thousand of its 
members are hardcore Communists who would 
* l loyal to the party under try* 




6. Japan recovered quickly from its 1957- 
1953 economic recession once the upward 
trend in international trade was resumed. 1 
By mid-1959 Japan's industrial production 
was more than 23 percent above the com- 
parable period of 1958. Foreign exchange re* 
serves, which slipped to about $450 million in 
September 1957, climbed to a postwar high of 
nearly $U billion by November 1959. 1 High 

of activity now characterize almost all 
of the manufacturing sector of the 
ransition from re- 
during the past 18 
the dynamic aspect of 
However. Japan's recession and 
recovery also demonstrate the precarious bal- 
ance of its economy. Its heavy dependence 
upon favorable foreign trade conditions, and 
Its sensitivity to external developments over 
which the Japanese have no control. 

7. Although Japan ts at present enjoying a 
high rate of industrial expansion and pros- 
perity, it faces a number of long-range and 
permanent economic problems. Japan's bal- 
ance of payments position, although dramati- 

will probably always be pre- 
of the need to Import virtually 
all the raw materials to keep Its industry 
going and slightly less than 20 percent of Us 
food requirement ■ In three periods of mild 
recession the government has demonstrated 
its ability to cushion the effects of an inter- 
national economic downturn by controlling 
the domestic money supply, restricting Im- 
ports, and regulating credit. However. It 
probably could not maintain an austere pro- 
gram over a long period of time without se- 
rious economic and political consequences. 
The recent improvement in Japan's economic 
position has led its trading partners to press 



of Japan's 



'See Tabic 3, Selected 
Domic Growth. 

•Japans year end ' %*vtri 
million US dollars w&LLT " 
tat-asi; and NoTemWHB»^»l 

'See Tabte 2. Balance of Payments, 1955-1958. 



Aid 



—525; 




11 



hard for an end to 
ments restrictions. 

8. In addition. Japan has sizable foreign ob- 
ligations. It is expected to pay out a total of 
nearly $2 billion to grants and loans over the 
next 20 years under its reparations agree- 
ments. Also It must service and repay almost 
$150 million in PL 480 loans to the US and 
about $250 million on IBRD loans granted for 
steel transportation and electric power proj- 
ects/ It must provide its share of funds for 
the IDA and the expanded requirements of 
the IMF and IBRD It must finance its capi- 
tal exports on terms which are as attractive 
as its international competition. In addition, 
the US is seeking to reopen negotiations to 
settle Japan's Government and Relief in Oc- 
cupied Areas (OARIOA) debt, for about 1600 



sentiment has compelled Japanese gov- 
to ease taxes on individual incomes, 
to invest heavily in economic development and 
welfare programs, and to limit military 




0 

how to _ 

of morel 

million annually for the i 
though the decline in the birth 
gan In the early IBM's, will 
sure in the future, Japan has always been 
plagued by widespread underemployment, 
even in times of prosperity.* Equally impor- 
tant, the Japanese Government will be under 
heavy pressure to Increase living standards. 
Although the Japanese people are living bet- 
ter than at any time in their modern history 
and have the highest living standard in Asia, 
they expect a steady improvement commen- 
surate with Japan's status as one of the 



* The Japanew Oovemmtnt has successfully at- 
tacked Japan'j population problem through ■ 
vigorous program of education and frw mcdtcaJ 
iti virr A* a reault. Japan's birth rat* dropped 
from MS ptr thousand in 1*47 to I to* Of 173 
in 1957. Even so. the population is still Increas- 
ing. The rate of increase in the 1962-19SS pertod 
averaged 1.2 percent and the total population, 
estimated at 92J million Ln mid- 1960, u expected 

' ror the purposes of < 
per capita Incom 
of West Germany was S72L7: 
GNP was $305, West Germany* Japan's 
foreign exchange reserves at the end of that year 
were 3*61 million. West Germany* UJS21 ; 



10. In addition Japan is facing increasingly 
stiff competition in international markets 
from other exporting nations, Japan has de- 
voted considerable effort to expanding trade 
with underdeveloped areas, particularly South 
and Southeast Asia- Although this effort has 
brought some limited success, the Japanese 
are well aware that the trade potential of 
these areas is limited by their lack of finan- 
cial resources and by their inability, at their 
present stage of economic development, to 
a large volume of imports. For several 
las advocated a joint US-Japa- 
economic development scheme 
Asia, with the expectation that, 
in time, the purchasing power of the area 
be increased, making possible expanded 

' t the Japanese 
clearly regard the underdeveloped areas as 
secondary to the US as a potentially expand- 
ing market. In the period IBM to 1958, non- 
Communist Asia's share of total Japanese ex- 
ports declined from 48 to 35 percent, while 
the US share Increased from 17 to 24 percent. 

U. Japan's search lor raw matertuls and mar- 
in large part for the attraction 
with Communist 
practically all ele- 
ments of the Japanese population. To date, 
Japan's trade with the Communist Bloc has 
been of marginal economic importance, repre- 
senting only 2 to 4 percent of Japan's 
trade. This trade has declined even below 
these levels since May 19&8 when Communist 
China, which accounted for about 75 per- 
cent of Japan's trade with the Bloc suspended 
trade with Japan, largely for political reasons. 
The current economic prosperity in Japan has 
reduced the domestic pressure for trade with 
Communist China. However, trade with the 
USSR has increased rapidly, although it Is 
still only about one percent of Japan's total 



See Table 3: 

BlOC 
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12. The US Is Japan's most important trading 
partner, accounting for 24 percent of Japan's 
sxports and 35 percent of its imports in 1958.' 
During 1959. for the first time in the postwar 
jra, Japan achieved a surplus in its merchan- 
lise trade with the US. Apart from its fear of 
in international business recession, Japan's 
jreatest economic concern is that the upward 
trend in its exports to the US may be ad- 
versely affected by US restrictions on imports 
resulting from the recent appearance of a 
ieflcit in the US balance of payments position. 
jt from pressures exerted by many US pro- 
lucers whose products compete with Japanese 
The Japanese leaders, fearful of the 
economic and political consequences, 
sensitive to any indications that their 
to the US market may be curtailed, 
r. the Japanese are concerned by the 
trend in special dollar earnings 
from the 




ween profit and 
iccounts. 



I Military 11 

\S. In 

tpproval, the Japanese Oov eminent has pro 
«eded, gradually but steadily, to build up its 
[elf'Defense Forces. Despite considerable 
nibile reluctance and the opposition of the So- 
cialist and Communist Parties, the Ji 
lovemment is accepting the Idea that 
hould carry an increasing share of the cost 
its own defense. Between 1953 and 1959. 
'apan more than doubled its 

:*S«Table4: 

'•The special dollar earnings are generated by US 
; offshore procurement programs 'purchases In 
j Japan for third countries) and by outlays foe 
and by us troops In Japan. Over tbe past rev 
* years Japan's income from this source wms as 
! follows: iln million US dollars) 19H-S75; 19&— 
i 545; im Hi; 1957-549; !W-4$4: and January 
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from about $167 million to $378 million. This 
still represents only about 10 percent of the 

than two percent of 
Japan's Self*Defense Forces now num- 
ber about 210,000 and the National Police 
Agency about 140,000- The government is 
now considering its military program for the 
196CM965 period* Under this program the 
defense budget would be doubled again in the 
next five years. Most of this increase would 
go to improvements in the quality of arms and 
equipment. First priority ts the strengthen- 
ing of Japan's air defense capabilities by ac- 
quiring improved radar equipment, convert* 
ing the Air Self-Defense Force to century- 
series fighters, and acquiring a defensive 
ground-to-air and air-to-air missile capability. 
Second priority is to strengthen antisubma- 
rine and mine warfare capabilities of the Mari- 
time Self-Defense Force, and third priority is 
to improve the mobility of the Ground Sell- 
Defense Force. 

14. During the past year the training and 
of Japan's 182.000 man Ground 
Force have shown marked im- 
However, the ground forces are 
presently capable of conducUng only limited 

apan. The Jap- 
Force has made signifl- 




i air force. It has a personnel strength 
of about 24,000, and its aircraft strength is 
nearly 1,000. including 650 Jets. The air force 
now has a limited capability to perform its 
missions of air defense and tactical support 
The Japanese Maritime Self-Defense Force is 
still in a formative stage of development. Al- 
though this force is well-trained, the fleet Is 



Set. 



15 + The public revulsion against nuclear 
weapons continues unabated. However, the 
highly sensitive issue of nuclear weapons has 
been relatively quiescent during the past year, 
possibly because there have been no recent 
nuclear weapons tests in the Pacific. The 
Japanese public has accepted with equanimity 
the government's ani )fft4ftftj| iMftflftft 10 QC ~ 
quire a defensive ^!^MlHflr i:i:,d,|K{i: ' 
and air-to-air missiles, a step which would 

have been rigorously denounced two or three 
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Policy 

International position and the 
policy nave continued 
during the past year. 



andi 
Ulitiea u 

Uger constitute a major obstacle to Japan's 
ppanding economic and diplomatic activities 
to that area; Japan has played an active and 
constructive role in the UN. thereby increasing 
its prestige and international suture, and 
Japan's relations with the Government ol the 
Republic of China remain friendly The ma- 
jor problem areas In Japan's 
ire Its relatk 
the serious state ol 
relations 



17, Both Communist China and the 
ue conducting vigorous campaigns to lead 
Japan toward neutralism. Particularly dur- 
ing the first part of 1959 the USSR main- 
a steady flow of diplomatic notes, prop- 

at- 




witb the US and the negotiations for a 
US-Japan security treaty. Moscow 
ed that these policies were "pregnant 
1th grave consequences" and urged neutral- 
m for Japan. The USSR's cultural offensive 
running In high gear with top Right Soviet 
rtists performing throughout Japan before 



have greatly enhanced Soviet 
with the scientific and technically- 
ded Japanese. Moreover, Khrushchev's 
t to the US, which was exhaustively cov- 
ed by Japanese press and TV. appears to 
,ve made a strong and favorable 





to fear and distrust the Soviet Union, 
they regard as the major threat to 
ipan's security. Sensitive outstanding is- 
between the two are the Soviet Union's 
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occupation of the Southern Kuriles, 
and Habomai. and the increasingly 
restrictions which the USSR im- 
poses on Japan's northern fishing operation. 
Thus far the Japanese have declined to con- 
clude a peace treaty with the USSR until 
Japanese territorial claims are recognized. 

18. Communist China's Intransigent behavior 
on the international scene during the past 
year and its crude efforts to upset the Kishi 
government by trade restrictions, propaganda, 
manipulation of the Japan Socialist and Com- 
munist Parties, and by bald threats, have dis- 
Japanese and. In fact, in- 
public support for Klshl. Due pri- 
marily to Japan's current prosperity and the 
way in which Peiping overplayed Its hand, do- 
mestic pressures on the Japanese Government 
to seek accommodation with Communist 
China have declined As yet. however, the 
public does not appear to bear the 
of the Chinese as they do of 
the Russians. Most Japanese, probably In- 
cluding Kishi and other key conservative lead* 
era, believe that Japan must eventually arrive 
at some kind of modus vlvendl with the Com* 
munist regime In China. With the conclusion 
of the revised US-Japan security treaty, many 
Japanese believe the next goal should be im- 
proved relations with Communist China. 

19 Japanese- ROK relations are complicated 
by a residue of historical and cultural antag- 
\ which do not yield easily to the normal 
of western-style diplomacy. Per- 
in no other area are specific Issues so 
with questions of "face," "sincer- 
ity." 




20. There is no prospect for any real Improve- 
ment in ROK-Japanese relations as long as 
Rhee is alive. Even after his death, the leg- 
acy of distrust and animus will persist. It is 
likely, however, that after Rhee's death 
Korea's leaders will view their relations with 
Japan on a more prMWWW FMJ*WKd that 
mutually beneficial eOT&iiflPWH will be per- 
nutted to develop. 
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I. BASIC DATA 

1. Geography : Island chain reaching from 

Japan, to within 65 miles of Taiwan. It conslsts'of 

■lies divided among 64 islands under US Jurisdic- 



The Anaml group, in the northernmost portion of 
rhipelaa 



the Ryukyuan archipelago, was returned to Japan in 1953. 
The largest island, Okinawa, with 454 square miles, is 
the site of a major OS military base, strategically lo- 
cated midway down the chain 400 miles from the Chinese 
il Kt Communist coast. The capital is Nana City, Okinawa. Naha'm 

population is 220,000. 



2. Population : 865,000 with about 683,000 on Okinawa Island. 
Basically Mongoloid with Caucasoid and Malayan admixtures. 
With 1,505 people to the square mile, Okinawa is one of 
the most densely populated non-metropolitan areas in 
world. 



3 " Lang»"8« : Ryukyuan. a variant of 
liglble to 




anyone speaking only standard Japanese, la 
the popular language. Japanese is the official and com- 
mercial language, and 70% of the people are estimated 

to bo bilinffual. 



4. Economy: Operates on two distinct levels: (1) the unviable 
basic domestic economy founded on subsistence agriculture, 
fishing, and forestry, which employ 49% of the working pop- 
ulation of 396,000 but account for only 21% of national in- 
come; (2) the "military-base economy," which employs 13% of 
the working population and generates 36% of the national 
income. Receipts from exports ($25.9 million in PY 1959), 
principally sugar, amount to about one fourth of expendi- 
tures for imports ($98 million), but sales and services to 
OS forces alone bring the Ryukyuan balance of payments into 
near equilibrium. 
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II. 

ricaa control of the Japanese Ryukyu Is- 

aftex the battle of Okinawa In 1943 with the 

it of direct military government. Iben Japan 

lependence In 1952, It retained "residual sov- 

the Ryukyus, but the US retained administra- 
tive authority. 

a ' ff f : 7110 government of the Ryukyu Islands (GRI) , estab- 
11 shed In 1952, Is semiautoaomous, operating under the US 
Civil Admioistratlon for the Ryukyu Islands (USCAR) with 
US-appolnted Chief Executive, a unicameral legislature 
elected by universal adult suffrage, and a judicial branch. 
All essential powers rest with the USCAR, headed by the 
High Commissioner, Lt. Gen. Donald P. Booth. 

3. Political Parties : The conservative Okinawa Liberal Demo- 
cratlc Party was formed In October 1959 through a merger of 
conservative forces In order to gain a plurality (14 seats) 




in the 29-seat legislature. The moderate Okinawa Social- 
ist Masses Party la se< 



in representation (10 seats) and 
relies for support on strong grass-roots organisation and 
popular appeal. The leftists are represented by the Liaison 
Council for the Protection of Democracy (Mlnren) and its 
parent party, the pro-Coaaunist Okinawa People's Party. Sub- 
sequent to the ouster of OPP leader Kamejlro Senaga as mayor 
of Naba and ths settlement of the Oklnawan land Issue, pro- 
Communist Influence has diminished although Mlnren presently 
5 ssats in the legislature. 



4 - Communism : Party strength estimated at 75 hard-core and 
200 to 300 active members. 

6 " s * ab *llty : °S Civil Administration and the presence of 

US forces provide a stable foundation for the Ryukyuan gov- 
it . 
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III. PROBLEMS AKD I 



Although the Ryukyuan economy has never been aelf- 
italnlng, continued presence of OS forces and oivil ad- 
ministration provides a stlaulus to ecooonlc planning, growth 
t \H ** • tmn<Urd °* "»io«. Two related issues rise 



1. Land Dee: Ryukyuans resent US occupation of 
total arable land In the Islands, and this ' 
the most visible Irritant to relations be 
the local population. Although agitation 
any US attempt to acquire additional land 
been temporarily quieted by changing DS pa 
lump sum for Indefinite leaaeTtS rental f. 
every five years. Connected to this Issue 1 
objection to Introduction of missile.: ""ch 
-Itate. acquisition of additional Una. 




i . 1? J>p * n: Political developaents are geared to 
obtaining the eventual reversion of the Islands to Japan. 
* « rlv « *°r Increased governmental autonomy, currently 
taking the form of agitation for election of the chief 
executive. Is an early step toward this goal. Reveraion 
would peralt Ryukyuans to gain full citizenship rights 

?hf t t ?J ref ° r * II J?*! 1 * d#>lr#d ' *«*Pitm the realization 

& % AZS&?SS3S£&" llTlaB would dateplor - 
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IV. BIOGRAPHIC 

OTA, Seisaku : Chief Executive. He la a native of 
Okinawa with a distunguished career in the Japanese 
civil service. Before World War II, he served on two 
occasions as a Judge in the Naha city courts. His high- 
est position in the Japanese service was as civil ad- 
ministrator of the Pescadores Islands. He is one of 
the principal sponsores of the conservative Okinawa 
Liberal Democratic Party. Age: 56. 
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PROSPECTS FOR JAPAN 



THE PROBLEM 



To analyze the political 
1960 and to estimate the 
year or so. 



in Japan in the light of developments during 
outline* of probable developments over the next 



U 17951 1.4lbm]>J5Vri 

u imi i«bxti>mri 



1. Although Japan will almost 
remain aligned with the US over the next 

or so. it will continue slowly to grow 
ssertive of Its own independent In- 
terests and more active in world affairs. 

certainly continue to control Japan* 
governments for the foreseeable future 
and Ikeda will probably retain the Pre- 
miership for the next year, at least 
Japans economy will probably continue 
to expand at a rapid rate although it will 
remain sensitive to adverse actions abroad 
beyond the control of the Japanese. 
(Paras. 15-22) 

2. Ikeda will almost certainly have his 
hands full coping with dissension within 
his party and with an irresponsible and 
increasingly aggressive opposition in the 
Diet. Consequently, be will probably 
exercise extreme caution in dealing with 
sensitive domestic or foreign policy issues 
and will emphasize domestic economic 
measures of popular appeal to the Jap- 
anese. He will seek to avoid accusations 
of highhandedness or subservience to 
foreign pressures, (Para. 16) 



1 Pacifist and 
of Japan's r 
vol vement inanol 
tainlv continue 



ment, born 
tr of in- 

ler war, will almost cer- 
to Influence the gov- 



ernment's execution of its pro-Western 
policies In addition, there will probably 
be strong domestic pressures for the regu- 
larization of Japanese relations with Com- 
munist China. However, if the US main- 
tains its opposition to recognition of Com- 
munist C"hina, the Dteda government 
probably will not take any serious steps in 
this direction. (Paras. 23-27) 

4. The Left will seize any opportunity to 
agitate the public and to maintain pres- 
sure upon the Japanese Government to 
obstruct effective implementation of the 
US-Japan security arrangements. In 
circumstances, the Ikeda govern- 
will probably take fairly vigorous 
steps to oppose leftist efforts to obstruct 
operation of the US bases. 
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addition, 
ty ol uie Deses would 
talnly be unpaired by leftist 
strations and labor boycotts, and possibly 
by sabotage ' (Para. 28) 



Director of Indulgence and Research. De- 
t of 6Ut*. the Assistant Chief of Staff, In- 
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Jtpinese Qoternment would not stand In the way 
of US use of Jspaoeae bases for logistical purpo*t«i 

in Uw 
It 

in advance of our 




U INTRODUCTION 

fi. Japan Is passing through profound polit- 
ical and social change*. Although the rulers 
of Japan had successfully imposed selected 
Western Institutions upon a traditionalist so- 
ciety gradually over a period of nearly a cen- 
tury, the Impact of defeat and US occupation 
shook Japanese society to Its foundations. In 
particular, the psychological atmosphere is 
with the memories generated by 




and economically significant 
ower. Sharply contending 
natives are being presented to the 
people by a radical Left which favors neutral- 
ism and closer association with the Stno 
Soviet Bloc, and a conservative Right that 
favors association with the US. Political We 
in I960 was dominated by Issues relating to 



II. THE JAPANESE SITUATION 
& There are many elements of stability and 
strength in Japan. It Is economically vigor- 
ous and prosperous. Its gross national prod- 




at an average an- 
over the past decade; 
ONP rose 18 percent in 1959 and another U 
percent in I960. Its standard of living Is by 
far the hlgheat In Asia, and per capita QNP 
In 1959 was 73 percent above the prewar level. 
The majority of the electorate remains basi- 
cally conservative; the November Diet elections 
returned the conservatives to power by 60 per- 
cent of the popular vote. Under the ruling 
Liberal Democratic Party, the Japanese Gov- 
ernment continues to look to the US for mil- 
itary and economic security and has publicly 
rejected neutralism. Despite considerable 
public reluctance, the government Is continu- 
ing slowly to improve Japan's military estab- 



7. The events of the past year, however, are 
reminders of modern Japan's social, political, 
and psychological dislocations, which were ac- 

by World War II and subsequent 
/ith military defeat, the entire pan- 
oply of state authority and order collapsed, 
hastened on its way by the conscious efforts 
of the occupation to introduce new. demo* 
cratlc forms. Fifteen years after World War 



3 



n Japan Is still groping for a national 
sens us regarding the political and social pat* 
terns to replace those swept away in 1945. 
Although Japanese Ingenuity Mri industry 
have brought about a 




lack organized means of making their will felt 
in the national capital In times of political 
crisis. Moreover, the governing Liberal Dem- 
ocratic Party is a coalition of eight or nine 

by a common policy 
by personal rivalries for 



cept of 

gree of political irresponsibility among the 
conservatives, the Left, the press, and the in* 
telligentsia, 

8. Japanese attitudes towards foreign affairs 
A pervading desire for 




10. The conservatives and the Left are sharply 
divided on the Issue of Japan's baste interna* 
tional orientation and on key domestic issues. 
The conservatives advocate the continuation 
of Japan's postwar policy of alignment with 
the strengthening of Japanese de- 
potential, and the modification of oc- 
The Left espouses the goal 

of a 



the Japanese, foe US 
curity and economic opportunity. The Japa- 
nese people. In the main, admire the US and 
dislike and mistrust the Bloc. However, there 
is a latent neutralist sentiment in Japan 
shared by most elements of the population 
and particularly strong among the generation 
that has come of age since the war. The 
widespread Japanese desire for nonlnvolve- 
ment springs from the experience of war and 
defeat and an effort to And a new position in 
a divided world. It springs also from a deep 
distrust of militarism and authoritarian 
eminent, a reluctance to \ 
burden of 



11. The Left feels little obligation to abide by 
of the parliamentary majority and 
. to ex Unparliamentary pres- 
take the form of 





0. In this setting, there is an 
ency for 

the i 

The Left is I 



tend- 
political 




the Left is often able to 
work cohesively in its opposition role and 
wields a disproportionate influence at the na- 
tional level. On the other hand, conserva- 
tive strength is based in those elements of 
the population, particularly in rural areas, 
to be politically passive and in- 



in the majority at the polls. 



hesitant to permit the police to exercise more 
than nominal restraints. On the whole, the 
stability of conservative governments tends 
to be precarious In times of political crisis, es- 
pecially when the Left enjoys broad popular 
acquiescence in Its position and the Prime 
Minister lacks the full support of his own 
party. 

12. The leftist riots of May^June took place 
at a time when the underlying concerns de- 
scribed above were greatiy Intensified by cer- 
tain immediate events: the U-2 incident, the 
breakdown of the Paris Summit Conference, 
the approach of President Eisenhower's visit, 
and, above all. Prime Minister KlshTs action 
in pushing ratification of the US-Japan Secu- 
rity Treaty through the Diet. Anti-Klahl 
demonstrations began as university students 
took to the streets to protest KlshTs treaty 
action and his leadership in general. Social- 
ist and labor elements soon Joined In and, 
spearheaded by Communist agitators, the 
riots took on a distinctly anti-US flavor. Al- 
and riots could 
of the US-Japan 
ft they did cause the collapse of 
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the 

tige, and thereby 



US 



pressure upon the Japa ne s e Government to 
restrict or deny the US uje of certain military 
In Japan in future crisis situations.* 



13. The November Diet elections reflect both 



296 of 487 



of a 



politics-' 
in the 
The Liberal 
seats, retaining the 
majority of the Japanese electorate Many 
traditional voting patterns continue: the con- 
servatism of rural Japan; the tendency for 
local Issues to have a great bearing on elec- 
tions, especially outside the major cities; and 
the stroog Influence of 



14. The Democratic Socialist Party, which 
was formed in I960 by a moderate faction of 
the Japan i 
17 



•The Director of InUlliftnce ind Research. De- 
partment or suu t the AMUUct Chief of Staff, in- 
telligence, USA>\ and the Assistant to the Secretary 
of Defease, Special Operations, consider that this 
psracrmph yield* a misleading impression of the 
iLgnLflc&nce of the events under 
opinion, the demotutrs lions vtd 

twy did because of a unique eombina- 
of InteroatlonsJ »nd domestic circummiKm 
paragraph should state cle&rty that public 
or support of the demonstrations vms at- 
tributable far more to antagonism against fOshj 
penonaily than to neutralist and an u treaty senti- 
ment It should point out that the Communists 




munUt^lnsUgated violence at the end 
adverse public and press reaction against 
trcmUm. finally. It should point out that the ] 
of the organised Lett to bring preesure on the Jap* 
Government applies to the whole gamut of 
{for example, to the 19GS 
Bin fiasco) , not Just to the US use 
of military bases, but that the capability of the 
Left to mount operations or scope and 
or May-June 1M0 depends largely on the 
of foreign and domestic d 
favorable to leftist objectives. 

1 See table In Political Annex for results of 
anese lower house elections since lttl 



ita strength from 122 to 145 seats, 
the Japan Communist Party re- 
only 22 percent of the popular vote, 




1 to 3 seats and received 144,000 
than in 1958 The combined So- 
cialist. Democratic Socialist, and Communist 
popular vote increased from 35.5 percent (1958 
elections* to 39,3 percent The Sohyo labor 
federation, closely allied with the Japan So 
ciallst Party, has been greatly strengthened 
by the elections, while its rival, the moderate 
Zenro federation, which supported the Demo- 
cratic Socialists, has been weakened. The 
more radical elements have Increased their 
dominant position In the Japan Socialist 
Party, which has retained lta position as the 
only significant opposition party. Further- 

a substantial majority 
reaching voting age have 
i their ballots for the Japan Socialist Party. 

III. THE OUTIOOK 





15. The conservative elements will almost cer- 
tainly continue to control Japanese govern- 
ments for the foreseeable future and Uteda 
will probably retain the Premiership for the 
next year, at least. By Japanese standards 

but not an 




almost certainly have his 
with dissension within his 
and increas- 
in the Diet His 
at least during IU first year, 
will probably endeavor to consolidate Its posi- 
tion and to avoid undue exposure to the op- 
position's line of fire. Consequently, Ikeda 
will probably exercise extreme caution in deal- 
endtive domestic or foreign policy 
will emphasize domestic economic 
of popular appeal to the Japanese. 
In so doing, he will seek to avoid accusations 
of highhandedness or subservience to foreign 




'See the Political 
the poUUcal parties. 
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17. Seeking to expand Its popular base, the 
Party will portray Itself as 
of Japan's independent inter- 
to exploit 



muniat China, It will be especially alert for 
political opportunities offered by even routine 
problems arising over the Ryukyua and in 
connection with US-Japan security arrange- 
menu. Because of It* minority position in 
parliament, the Japan Socialist Party will al- 
most certainly continue to resort to mass dem- 
onstrations and other extra parliamentary 
pressures in order to augment its Influence on 
key issues. This tendency will be encouraged 
by the proved effectiveness of such tactics dur- 
ing 19*> and by the probable increasing dom- 




to be 

able to control extremists within the party 
or the course of mass demonstrations once 
they have been launched. Opposition at- 
tacks on the government will almost certainly 
focus upon a number of foreign policy issues, 
particularly the normalisation of Japanese re- 
lations with mainland China, which we be- 
lieve will become a major Issue in Japan this 
year. The opposition's attacks upon the 
Ikeda government will be buttressed by the 
attraction of neutralism and a \ 




B. 

18. 



antlmllltary sentiment, but Its public accept- 
ance has gradually increased. Despite con- 
stitutional restrictions and political opposi- 
tion, measures for strengthening and 



■The principal Judgments respecting the Jspanese 
Self-Defense Forces found In HIE 41-50. 
Developments in Japan," 
remain generally valid. 



during 1961, Although proposed defense leg- 
islation will probably remain controversial, 
completion of the currently approved reorgan- 

;a; " 



of maintaining internal security, 
government will remain most reluc- 
tant to employ military forces for this pur- 
pose. Over the period of this estimate, Japan 
will continue to depend almost entirely upon 



19. Barring adverse developments in inter- 
national trade, the economy will probably con- 
tinue for some time to expand at a rapid rate, 
propelled by high rates of increase in indus- 
trial production (22 percent in I960) and in- 
vestment (20 percent). Although the rate of 
population increase has dropped to .8 percent, 
the labor force is still growing at a faster rate 
and an industrial labor surplus will probably 
persist. Moreover, there Is an Increasing pub- 
lic demand for rising living standards. Any 
significant slowdown in the economy would 
have immediate political repercussions ad- 
i to the Ikeda government and probably to 




20. Because the Japanese economy is so de- 
pendent on foreign trade, the Increase in ONP 
necessary to provide expanding employment 
and rising living standards will require con- 
siderably expanded markets and Imports. 
Therefore Japan will remain extremely sensi- 
tive to foreign market conditions and the ac- 
tions of foreign governments, especially the 
US, as about one-third of Japan's total trade 
is with the US. The US directives of Novem- 
ber 1990 calling for a cutback in dollar ex- 
penditures abroad have had a considerable 
psychological impact in Japan. The imple- 
mentation of these directives, the settlement 
of Japan's obligations for occupation-era sup- 
port, and developments in US trade policy are 
likely to raise political issues in Japan which 
the conservatives would find embarrassing and 
the 



on Jtpan'* 



See the 
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2L The Japanese hope to 
with the US. but their 
cem is to hold their present share of the US 
market. To strike a better balance In Its for- 
eign economic relations Japan wffl step up its 
effort* to Improve Its trade with other Free 
World areas, particularly Western Europe, 
and will seek US good offices to this end. The 
longstanding interest of many Japanese busi- 
nessmen in increased trade with the Commu- 
nist Bloc, and especially Communist China, 
will also persist and will be intensified if Free 
World countries should take actions adverse 
to Japan's trade Interests. 

D. International Orientation 

22, Japan will almost certainly remain 
aligned with the US over the next year or ao 
In line with trends of the past few years, how- 
ever, Japan will continue slowly to grow more 
assertive of its own independent Interests and 
more active In world affairs, 
ments will in large degree be the 
efforts to assist Japan to I 



's rapid growth in strength on the 
o/ Asia. The Japanese will 
to be sensitive to any developments 
which they might construe as presaging a 
change in basic power relationships in the 
Far East or as invalidating existing Japanese 




this will be the concept of USJapanese 
eld by Prime Minister Ikeda, most 
of the Liberal Democratic Party, and a sub- 
stantial portion of conservmUve 

opinion. 



. Bloc; 

tougher than they already are toward 
Japan, the combination of pervasive neutral- 
ist sentiments, political pressures exerted by 
the Japanese Left, and the growing independ- 
ent spirit will almost certainly cause the Japa- 
nese to become more active In seeking ways of 
Improving relations with the USSR and Com- 
munist China. Trade with the USSR will 
probably continue to increase. However, 
there is strong suspicion and hostility toward 
Russia in Japan, and the Issues of Soviet oc- 
cupation at the South Kurlles and restrictions 
on Japanese fishing are formidable, although 
not Insurmountable, obstacles to a closer rap- 

a fonnal peace treaty, 
would not be 
Soviets might 
at any time that they believed 
such a move could affect Japan's alignment 
with the US. During the next year or so, 
however, we believe that Japan's posture to- 
ward the USSR Is not likely to be greatly 





which it is 

support of 

the Left or modification of government poli- 
cies will be determined by several (actors: the 
course of Japan's International economic for- 
tunes; Japanese assessments of developments 
in US world strength; the policies of the Bloc, 
and especially Communist China toward 
Japan; and the effects on Japan of major ta- 




position in 
pears to many Japanese to be 
commanding as it did 
dramatic advances In weaponry 



.ntrast to their attitudes toward 
Japanese have a sense of historic and 
cultural affinity with China. In addition, 
many Japanese businessmen continue to re- 
gard the China mainland market as a natural 
and profitable outlet for Japanese goods, de- 
spite evidence to the contrary. For these rea- 
sons, and because of political pressures from 
the Japan Socialist Party and Sohyo, there 
will be a growing tendency in Japan, even 
among the conservatives, to seek ways and 
means of regularising trade and diplomatic 
relations with the China mainland. Ikeda 
win almost certainly oppose any rapid move- 
toward establishing full diplomatic re- 
with Petping, but at the same time 
certainly sanction some In- 
crease in private trade, cultural relations, and 
te chn i c a l agreements. If Peiplng 



nnnniT 
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efforts to oh- 




26\ The Japanese will be especially sensitive 
to any Indication of change In US policies 
toward Communist China or In the interna- 
tional standing of the Republic of China. 
Any relaxation in the US attitude 

for 
If 
will 

be strong Japanese sentiment for dropping 
support for the US-sponsored moratorium 
when the issue of Chinese representation 
comes up again in the UN this fall. Howerer, 
in view of the Important Japanese economic 
and security interests in Taiwan, the Japanese 
Government would probably prefer to see 
some kind of "two Chinas" solution to the 
questions of UN representation and the main- 
tenance of diplomatic relations, although It 
recognises that such a solution is equally 
to Peiplng and 



27. If, over the next year, the US 
Its opposition to recognition of Communist 
China, the Ikeda government probably will 
not take any serious steps in this direction. 
If Communist China were admitted to the UN 
without provision for Taiwan representation. 
Japan would probably continue to refuse to 
extend diplomatic recognition, 
i unlikely event 




would 
to Peiplng 

The Left will seize any opportunity to agl- 
the public and to maintain pressure upon 
f Government to obstruct effective 
Implementation of the US-Japan security ar- 




In addition, the utility of the bases would al- 

1 by leftist mass dem- 
possibly 




i InleUlsence and Research. De- 
or state, iht Assistant Chief of Staff, Xn- 
U&AF, the Director for Intelligence, Joint 
SUIT, and the Assistant to the Secretary of Defense, 
special Operations, would substitute the following 
text for the last four sentence* of this pal 




Japanese Government wonld not stand In the way 
of US use of J & pan rat basts for logistical purposes 
of security operauon* elaewhwe in the 
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ANNEX A 



POLITICAL 



1. The Ikeda Cabinet. In selecting his new 
cabinet following the November i960 elections. 
Ikeda put the emphasis upon continuity and 
stability, avoiding for the time being any fac- 
tional fight that a sweeping cabinet reshuffle 
might cause. Nine of the Ministers arc hold- 
overs from Ikeda's pre-election cabinet. In- 
cluding those In such key posts a; 




Liberal Demo- 

f ™ to be baaed primarily 

upon the three predominant factions of Ikeda, 
eat-Premler Kishl. and Kishl's brother. Btsaku 
Sato. These three factions hold 12 of the IB 
ministries. Including most of the key cabinet 
positions. Ikeda is generally expected to un- 
dertake a cabinet reshuffle after the end of 
the regular Diet session, probably In July, at 
which time he will probably attempt to form 
a stronger cabinet with broadened party re- 
sponsibility by Including factional leaders 
themselves. 

2. Factionalism in the Liberal Democratic 
Party. The November election caused little 
shift In the relative distribution of factional 
strength within the party. Although fac- 
tional strengths are difficult to ascertain with 
certainty, they appear to line up as follows. 
The present Dteda-Klshl-Sato coalition has 
about 150 seats In the Lower House. Ikeda 
has S3 followers while Kishl and Sato each 
have 48. After a striking decline In prestige 




of about 30 and is trying to 
consolidate his leadership of several minor 
factions having a common Interest In oppos- 
ing Ikeda. Altogether the anU-Qteda forces 
In the Liberal Democratic Party have a com- 
bined strength of about 115 membera. For- 
mer Foreign Minister Fujiyama, who is favor- 
ably disposed toward Ikeda. heads the i 



lng faction and has about 30 followers. At 
present, the major contenders to succeed 
Ikeda as Prime Minister are Takeo Mlkl and 

3. Sporadic factional In-flghtlng will continue 
to mark the activities of the Liberal Demo- 
cratic Party. Certain personal antagonisms, 
such as between Kono and Ikeda, account for 
much of the factionalism. More importantly, 
the conservative leadership apparently does 
not regard the Socialist and Communist gains 
in the elections as serious enough to require 
a closing of the ranks. As they see lt» the 
Liberal Democratic Party emerged from the 
elections with added strength. The party won 

with 287 In the May 






i It, the Liberal 
the largest Diet 
representation of any postoccupatlon party. 

4. The Japan Socialist Party. With the elec- 
tion, the Socialists advanced from 122 seats to 
146. The elections strengthened the majority 
position of the party's left wing. About 50 of 

of the 
By 

led by Jotaro 
In the distinct minority with only about 30 
seats The Socialists hope to stimulate the 
disintegration of the centrist Democratic So- 
cialist Party and to attract Its elements back 
into the Japan Socialist Party. This objec- 
tive lies behind the agreement among Social- 
ist leaders to elect aging, Ineffectual rights 
wing leader Kawakaml to the post of Party 
Chairman. Buoyed up by their success at the 
polls and the decline in the competing Demo- 
cratic Socialist Party, the Socialists have re- 
from their low ebb In 1059 and view 
further gains against the Lib- 
Party with some confidence. 
An Important factor in Socialist optimism Is 
the demonstrated success of the party in at- 
tracting the support of the students and young 
urban groups, who are believed to have voted 
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ably 
tinue, with 



5. The Democratic Socialist Party. When 
this party was formed In early 1960 from dis- 
sident rightwing members of the Japan So- 
cialist Parly, under the leadership ol Suehiro 
Nlshio. it initially Included 54 Diet members 
and had the full support of Zenro. Japan's sec* 
ond largest trade union organization. The 
party went Into its first test at the polls In 
November, strenuously campaigning to pin a 
pro-Communist and anti-US label on the 
Socialist Party. It sought to ; 



ties by advocating an 





China and the gradual 
of existing US-Japan security ar- 
rangement* It stressed adherence to parlia- 
mentary practices and a moderate trade 
unionism. Many Japanese believed this pro- 
gram to have considerable appeal for the 
Japanese voter and the (allure of the Demo- 
cratic Socialist Party at the polls came aa 
a surprise. The party elected only 17 mem* 
bers. The major effect of the party's defeat 
Is to remove for the time being even the pros* 
pect of a moderate and responsible opposition 
party to which governmental power could be 
transferred without radical changes In Japan's 

Uonal orientation. 

8. The Japan Communist Party, In the No- 
vember elections, the Communists increased 
their strength In the Lower House from one 
to three seats and received 29 percent 
(1,156.000) of the popular vote, an Increase of 
14 percent over 1958 and the highest vote 
since 1940 when the Communists received 0.0 
percent (2,085,000) of the vote. Party mem- 
bership Is now believed to be approaching 
00,000, a sharp Increase of about 20,000 after 
several years of near stagnation. More sig- 
nificant however is the party's 




and they will probably con- 
to attempt to pene- 
Socialist Party and Sohyo In 
of their left wing 



elements. 



7- Ths Rightist Element. Various events, 
most notably the boldly public assassination 
of Japan Socialist Party Chairman Inejlro 
Asanuma In the midst of the election cam- 
paign, have served to show that rightist ele- 
ments have recently become more inclined 
toward direct and violent action in Japanese 

i the end of 
ability to Influence po- 



par- world War IL TheL 



la very smalL 
limited financial support and no backing from 
Japanese military elements. In the face of 
the highly organized labor unions and social- 
ist parties, the rightist groups are fn 
and distrusted by the general public 




and support the Japan 
Socialist Party, This results In part from the 
postwar rebellion by the young against the 
customs of their conservative elders, and in 
part from the pacifist Idealism and new dem- 
ocratic freedoms promoted by the postwar 
constitution* The main student organization 
is Ztngakurtn — the All-Japan Federation of 
Student Self -Government Associations— 
which represents about half of Japan's 600,000 
university students. The leadership of Zen* 
gakuren has been largely captured by the 
Communists, who are, however, split between 
competing factions, some or them even more 
radical than their mentors in the Japan Com- 
munist Party prefer. The leading teacher's 



teachers and a great many unl- 
\ are pacifist. Marxist, and neu- 
tralist. Most university students seem to lose 
much of their radicalism after they graduate 
and begin their careers, but a considerable 
of them are unable to find suitable 
and join the swelling ranks of 





RESULTS OF JAPANESE LOWER HOUSE ELECTIONS SINCE 1952 
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ANNEX 8 



1. A broken and defeated country only fifteen 
years ago, Japan today 1j more prosperous 
than it has ever been before and the economy 
Is expanding at a high rate. Since 1655. the 
rate of Increase In Japan's gross national 
product (ONP) has only once fallen below 
9 percent In real terms, ONP In 1959 was 
17 percent over l*M and Is expected to have 
by || 





But to a 
resulted from the 
Japanese people 
efficiency, labor, and Investment, abetted by 
US investment and aid. they have returned 
Japan to Its position as one of the Free World's 
four major industrial complexes. Japan now 
produces two-thirds of the cement, most of 
the steel and electric power, and virtually all 
the finished capital goods made In ncn- Com- 
munist Asia. In addition Japan leads the 
world in the production of steel ships and 
rayon textiles, and In the Import of Iron ore 



2. The fact remains, however, that t* 
nese economy rests on a precarious 
tion : it must Import virtually all the raw ma- 
terials Its Industry consumes, and it must ex* 
port enough to pay for Its Imports. Moreover, 
a continued substantial Increase In national 
production is required If Japan is to maintain 
high employment and the steady rise in living 
standards which the Japanese people have 
come to expect. Prime Minister Ikeda has 
called for doubling the national Income in the 




goal given no abrupt adverse changes in eco- 



S. As of October 1960, Japan's population 



The population Is expected to exceed 100 mil- 
lion by 1970. Within the growing labor force, 
the percentage of Industrial workers Is in- 
creaalng due to the steady migration of farm 
workers to urban areas. Thus, despite the 
rapid growth of the economy, an Industrial 



so heavily 




imports and expanded markets abroad. Al 
present, Japan's trade Is predominantly with 
the free World, particularly North America 
and Asia. The US is Japan's best customer, 
taking almost one-third of Its exports esti- 
mated at $1 billion In 1M0. In turn, the US 
is expected to supply 35 percent of Japan's 
Imports valued at $15 billion In i960 (making 
Japan third after Canada and the UK as a 
customer for US exports). Trade with the 
Slno-Sovlet Bloc is very slight, although the 
volume of Imports from the USSR has been 
at a substantial rate over the past 



5. Special dollar earnings, derived from US 
offshore procurement and other military 
spending In Japan, have been an important 
part of Japan's exports to the US, These 
earnings have averaged over $530 minion a 
year for the last five years and, since 1952, 
have made the difference between deficit and 
In Japan's balance of payments. In 
special earnings probably equalled 
$600 million Increase In 
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Japanese leftists, represented mainly by tbe 
Socialist Party (JSP) , have shoved steady gains 
since World far II. Strongly imbued with Marxism 
and competing with a small, energetic Communist 
party, tbe JSP bas advocated many international 
policies similar to those of tbe Communists.* Japan's 
economic boom and increased international contacts 
have recently tended to moderate tbe oarty's line, 
however. Continuation of tbe leftward trend of 
Japanese ?otlng would give tbe left-wing parties as 
am whole a majority witbln six or seven years, 
while the deep divisions among them might make it 
difficult to translate a bare majority into control 
of a government t their greatly augmented strength 
would jeopardize Japan's current role in the free 
world. Tbe left has been united in denouncing the 
US-Japanese Security Treaty and espousing a neu- 
tralism that is In most cases benevolent toward 



The Drift to the Left 

The tendency of the Ja 
to vote left has remained unaf- 
fected by tbe changes that have 
taken place In Japan and in Its 
place in tbe world. This leftward 
drift, which Is relatively unaf- 
fected by current political Issues 
or shifts in public opinion, re- 
flects basic sociological and 
psychological phenomena. 

A primary factor in this 
gradual development is the con- 
tinuing shift of population from 
rural areas to urban csntsrs. 
Agricultural workers traditionally 
support the conservatives , 
industrial and 
ployees through their 
staunchly supported the left. 



In 1962 (when they totaled 
■lightly over 13 Billion) and 
are expected to decrease by more 

than 5 Billion by 1070. 

In contrast, other workers 
gained by nearly one million in 
1962 to total 32.6 million. 
Union membership is the dominant 
factor accounting for most of 
the urban leftist vots. The 
new workers Join a labor union 
and, despite their conservative 
rural background, seea to fall 
readily into the political 
patterns of their adopted group. 



initially 



to switch allegiance to the 
itlves as they age is 
offset by the greater 
in each 
that 
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will be more pronounced as the 
high birth rate of the early 
postwar period is felt in the 
late 1960s. 

Youthful radicalism has 
been especially persistent in 
Japan, perhaps as a result of 
discrediting of the old 
by Japan's defeat, 
a product of the 
maladjustment of the lnte 
in Japanese society. After 
Japan's defeat, underpaid ti- 
ers, writers, and journalists, 
expounding Marxist doctrine, 
quickly gained a dominant influ- 
ence among students and Jobless 
graduates. Leftist Influence 
remains strong among tl 



M arx 19 



t Ido 



japan's defeat and ensuing 
democratization gave the long- 
Marxist-oriented 
ilists, labor leaders, and 
the opportunity to 
emerge as liberated martyrs who 
had consistently opposed the old 
order. Tbey claimed the right 
to lead Japan on a prescribed 
course conceived in Marxist terms 
Marxism became, and has generally 
remained, the prevailing phi- 
losophy, not only of the small 
list minority, but of the 
'ity of leftists who 
supporters of the JSP. The 
only leftist party which has 
disavowed Marxism is the snail 
Democratic Socialist Party 
(DSP) , which was formed In Jan- 
uary 1960 by secession of part 
of the JSP's right wing. 

Marxism gives a revolu- 
tionary color to the 




and policies of the left end 



EI12III 



tee a deep chasm Id Japanese JJf*Wftl 
which there Is lu 
nicstion. Ideolog- 



politics, 
little 



leal coDf licti*, moreover > have 
provided the theoretical framc- 
rk for the factionalism that 

of the left. 



The Conunlst Party (JCP) 
Is the smallest of the left in 
parliamentary representation 
and influence , with three mem- 
bers in the lover house and four 
in the upper. In the series of 
local elections throughout Japan 
which will come to a peak in the 
Utter part of April, the JCP 1b 
making an ef f c rt to Increase its 
present one percent of local 
officeholders. As often in the 
past, however, it Is supporting 
many candidates put up by the 



Through penetration of 
popular movements and placing 

strategically Id 
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offices, the 



nmsi 

J*ail8MSYri 
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riots 



in 
leftist 
in 1952 



and government 

lelds signif- 
inf luencc. Its 
potential was best 
of large- 



and 1960. 



socialists of Western Europe. 
Instead, it has occasionally 
looked to the Coasiunists of Italy 
and Yugoslavia for contemporary 



The J CP 
reputation 

for subservience to roreign con- 
trol, and has been hurt In try- 
ing to keep up with the fluctua- 
tions In the international Com- 
■unlst line. It now is trying 
to straddle the fence in the 
Slno-Sovlst controversy. Its 
heart appears to be in Pel plug, 
but Moscow's financial assistance 
and stress on the popular "peace- 
ful coexistence" theme compel 
the JSP to protest its neutrality 

Tho Socialist Party 

The JSP holds the bulk of 
the leftist support. Between 
1946 and 1998 it nearly doubled 
its percentage of popular vote 
Id national elections, reaching 
almost one third of the total. 



Cast continually in an 
opposing role and lacking any 
Immediate prospect for gaining 
power, the party generally 
couches its pronouncements In 

doctrinaire Marxist terms. Its 
foreign policies are similar to 
the Communists* , although It 
calls for "positive neutrality" 
and opposes the possession of 
nuclear weapons bv any power, 
including the Soviet Union and 
Communist China. The JSP has 
remained largely isolated from 
the anti-communism and moderating 

(012«ll1lcWsfiS rrCntS ' hlCh h * V * affeCt6d the 
IU1 



The party relies heavily 
on the organizational and finan- 
cial support of the four-million- 
member General Council of Trade 
Unions (Sohyo) * Far the largest 
labor organization In Japan, 
Sohyo has long been controlled 
by Marxist militants and, until 
recently, was firmly wedded to 
a program of radical political 



The JSP shies away from 
united-front action with the 
but contains a 
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strong left wing eager for close 
ties with then. Competition 
with the Communists for the 
Marxist intellectuals* 
the influence of 
gades contribute to its 




The existence of the 
of-tbe-road Democratic 
Party has probably sept the JSP 
from straying further to the 
left. Moderate, non-Marxian 
Socialists have been kept in 
the JSP by timely compromises 
on immediate issues and by the 
attraction of office in the far 
larger organization. 



Democrat 1 



sickly 
alive 



c Socialist 




of a few 

intellectuals 



It has been close to the 
socialists of Western Europe, 
and Is patterned along the 
lines of the West German Social 
Democratic Party. Inaugurated 
to repudiate the pro-Communist 
proclivities of the JSP, it 
has failed in its aim of at- 
tracting a wide segment of the 
growing Japanese middle class. 



The decline of its Diet 
representation from 40 to 17 
(since reduced by deaths to 15) 
in the 1960 general election for 
the lower house. was a blow from 
which it has not recovered. In 



its vote fell further and it 
lost four seats; it 
vive another election. 



Mood 



The trend toward the left 
in voting has been lately accom- 
panied by what the Japanese refer 
to as a "rlghtward mood" on the 
part of the socialists, e.g., a 
shift in emotional and intellec- 
tual attitudes and a resulting 



In the mid-1950s the Hun- 
garian uprising and Khrushchev's 
denunciations of Stalin raised 
the intellectuals' doubts about 
Communism. Subsequently Communist 
China's economic setbacks, the 
Slno-Sovlet dispute, and the 
Increased foreign con tacts of 
the Intellectuals have encour- 
aged moderation. The most signif- 
icant Internal development which 
has brought about at least a tem- 
porary detour to the right by 
both the JSP aod J CP was the 
widespread revulsion to the vio- 
lence and excesses marking the 
struggle over ratification of 
the DS-Japanese Security Treaty 
in 1960. 

A more basic If slow-working 
force has been Japan's phenomenal 
economic growth over the past 
decade, which has benefited all 
levels Of society. Increased 
foreign acceptance and growing 
pride in Japan's new place as 
a partner in the free world also 



The present moderation could 
be nothing more than a passing 



/ 
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evidence suggests a deep and 
continuing trend. The JSP'a 
trade union base, Sobyo, has 
gradually shifted to an empha- 
sis on primarily economic rather 
than political issues, more like 
Its American and West European 
counterparts. Younger and less 
doctrinaire leaders appear to 
be gaining rank-and-file support 
The influx of conservative- 
minded rural workers into the 
unions may slowly be having 




JSP policy actions have 
increasingly concentrated 
on immediate, concrete issues 
affecting the welfare of the 
■asses. There Is growing in- 
terest in a concept known as 
"structural reform," which calls 
for avoiding class wi 
lutlon and introducing a 
party with a program of 

Coimnunist chief, palmiro Togli- 
atti, to make it palatable te- 
at least some of the extreme 

left. 

At the same time the JSP 

now is trying to distinguish 
Its program clearly from that 
of 

it broke opeoly with the 




Outlook 

Hither of these trends In 
i political 



the continued growth of 
leftist vote and the 

rightward drift in 
attitudes— is subject to in- 
fluences in the social, 
or international milieu which 
could check, divert, 
it. 



It 



lc and 
aal position continues 
relatively stable and prosperity 
i, the JSP is likely to 
creaslngly formid- 
•» Its share of the 
and of the seats in the 
Diet gradually grows. In the 
process, its stronger popular 
position might cause the govern- 
ing Liberal Democratic Party to 

gain new vitality out of the 
iltles of competition. 



The JSP's chances of gaining 
in the foreseeable future 
would be enhanced by a continu- 
ation of the present trend toward 
modernisation. This would en- 
able it to reduce the deep divi- 
sions within the socialist camp 
snd to compete for votes outside 
the ranks of urban workers and 
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JAPANESE LABOR'S 



During tha past three years the federation repre- 
sentlnTthe largest segment of Japaness organized 

the General Council of Trade Union* (Sohyo) , 
SS^JIduaUT rtlftid to«rd a -ore moderate couree 
tSIn that followed in it. first decade. While lie 
leader, continue to us. doctrinaire Marxist ter.l- 
inirtiv end lte funda-ental policies have not been 
Jor-Sl, /.vield Sohyo activities have been taking 
an Increasingly pragmatic approach concentrated on 
economic problsr- ' ' 

veloping into a 



in 1950 with US 
fight 



10 T*s^z ?w ^ii- 



trated by 



of control, 
eral duri 



sts who aoon 

»«a sure 
■ecretary gen- 
tbe early 1050a, 
Hlnoru Takano, 
argued that Communist China and 
the USSR were the great "forces 
for peace" with which Japan 
should work. 

Bohyo tended to accept the 
Communist clals that the Japanese 
worker faced two enemies, moaoply 
capitalism and American imperi- 
alism. It leaned strongly toward 
the World federation of Trade 
Unions, and worked closely with 
the Communist Party as well as 
with the Socialist parties on 
inflammatory popular issues. 
Sohyo regularly coupled tbe an- 
nual spring drive for wage in- 
creases with political demands, 
and frequently seemed preoccu- 
pied with political struggles 
related to the workers" day- 



Moderate elements won their 
first significant victory in 
1955 when socialist Akira Iwai 
oustsd Takano fro* the escretary 
generalship by a narrow elec- 
toral margin. Sohyo moderates 
nevertheless continued to go a- 
long with Communist tactics of 
pressing a militant political 
line, and during the next five 
years the pro-Communists ex- 
ploited popular lssuss such as 
the Japanese-OS sscurlty treaty 
in efforts to regain a dominant 
position. Over-all, however, 
economic considerations became 
increasingly influential--* 
shift which favorsd the mod- 
Two events in 1960 pushed 
the trend definitely against 
the militant pro-Communists. 
The excesses of the I960 
palgn against the 
treaty touched off an 
public reaction, — - --. 
labor's rank and file to i 
adverse consequences of 
tremist political actlvi' 
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strike against modernization In 
the coal industry also cast 
doubt on the wisdom of fight- 
ing for fruitless causes and 
inclined the leadership toward 
actions that had some prospect 
of winning practical benefits. 
In November 1960 Sonyo's sod- 
erate leadership repudiated the 
previous policy of united action 
with the Communist Party. 

Move to the Right 

After 1960 the consolida- 
tion of Moderate control was 
registered In elections in both 
constituent unions and in the 
parent body. In 1962, for ex- 
ample, a body of fence sitters 
in the Rational Railway Workers 
Union joined Moderates to give 
then an unprecedented three- 
fourths majority at their con- 
vention. This year the moderates 
in ths teachors' unlon—Sohyo's 
largest af f lliata— received sup- 
port of over 75 percent of the 
delegates at an extraordinary 
convention. Since 1961 the 
moderates have held 20 of the 
25 seats on Sonyo's Central 
Executive Committee, and five 
of the six bureau chiefs elected 
In 1962 are of the same group. 

Beginning In 1961 political 
Issues were soft-pedaled— a 
shift formally acknowledged In 
Sohyo's annual policy document, 
"Basic Guidelines for Actioo.** 
At the same time Sohyo sought to 
differentiate its approach from 
that of the Communists, and 
moved closer to the Japan Social- 
ist Party (JSP) . During this 
period it has followed the 
majority of its component unions 




IWAI 

in endorsing the JSP alone. 
Secretary General Iwal and many 
of the other leaders support 
the JSP's visw that through 
"structural reform," rather 
than revolution, Japanese cap- 
italist society can be adjusted 
■ore to the benefit of the work- 
ers. 

The Coal Ulnars Onion, which 
experienced the disastrous 1960 
strike, has advanced the idea 
that workers can improve their 
lot within capitalism by pressing 
the government to pursue pro- 
labor policies. This now has 
ripened into a set of long-range 
"labor plans" to deal with the 
growing problem of modernization 
of industry, automation, and the 
resultant layoffs. In addition 
to the coal miners, the postal, 
telecommunications, and railway 
workers' unions have begun to 
draw up such plans. This ap- 
proach is assuming greater sig- 
nificance for Japanese labor 
than the continued lip service 
paid to the traditional concept 
of class struggle. 
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in foreign policy posi- 
tions. Id discarding Takaoo's 
old theories , Sohyo has adopted 
cbairaan Ota's "third force- 
concept which calls for Japan 
to folio, "positive neutrality" 
in tbe cold ear and to support 
a bloc of nonaligned countries 
working for peace. The shock 
caused by tbe Soviet resumption 
of nuclear testing in September 
1961 aided this shift, and the 
Slno-Sovlet dispute has also 
aroused doubts that the ' 
nlst countries 



ity between the WFTU and the 
antl-Cooemnist International 
Confederation of Free Trade 
Unions, Sohyo has in practice 
aoved closer to the latter. In 
1962 Sohyo broke with the Coa- 
aunlst-doainated Japan Council 
for tbe Prohibition of Atonic 
and Hydrogen Bombs (Oensulkyo) 
and is striving to reconstruct 
the antlouclear movesent without 
allowing tbe Communists to run 



Sohyo's relations with Com- 
munist China, in particular, 
have cooled considerably. In 
1961 a program of labor exchanges 
with Communist China was sus- 
pended, and a visit there by 
Iwal — first proposed for early 
1962— has been repeatedly post- 
poned. Ota has spoken out 
against linking China and Japan 
as common foes of US "Imperial- 
ism." Top leaders frankly indi- 
cate their preference for tbe 
Kremlin's "peaceful coexistence" 
line over the bellicose threats 
Peiplng. 



One factor encouraging mod- 
eration has been tbe growth of 
distinct groups within Sohyo de- 
manding less militant policies. 
Host recently, the formation 
of a movement labeled the 



Although visits to the bloc 
are still popular, Sohyo has 
sbown Increasing interest in 
ties with the free world, and 
the number of delegations visit- 
ing the United States alone is 
almost as large as those going 
to the bloc. A few years ago 
they were four to one in favor 
of the bloc. While still the- 
oretically committed to neutral- 
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Parallel shifts 
curred In foreign policy posi- 
tions. In discarding Takano's 
old theories, Sohyo has adopted 
chairman Ota's "third force- 
concept which calls for Japan 
to folio- "positive neutrality" 
in the cold war and to support 
a bloc of nonallgned countries 
working for peace. The shock 
caused by the Soviet resumption 
of nuclear testing In September 
1961 aided this shift, and the 
Slno-Sovlet dispute has also 

that the Commu- 




fect formula for 



ity between the WFTU and the 
anti-Communist International 
Confederation of Free Trade 
Unions, Sohyo has In practice 
moved closer to the latter. In 
1962 Sonyo broke with the Com- 
munist-dominated Japan Council 
for the Prohibition of Atonic 
and Hydrogen Bosbs (Gensulkyo) 
and is striving to reconstruct 
ths antlnuclear movement without 
allowing the Communists to run 



Sohyo's relations with Com- 
. China, Id particular, 
have cooled considerably. In 
1861 a progras of labor exchanges 
with Communist China was sus- 
pended, and a visit there by 
Iwai— first proposed for early 
1962— has been repeatedly post- 
poned. Ota has spoken out 
against linking China and Japan 
as common foes of US "imperial- 
ism." Top leaders frankly indi- 
cate their preference for the 
Kremlin's "peaceful coexistence- 
line over the beilicoss threats 
from Pelping. 

Although visits to ths bloc 
are still popular, Sohyo has 
shown increasing interest in 
ties with the free world, and 
the number of delegations visit- 
ing the United States alone is 
almost as large as those going 
to the bloc. A few years ago 
they were four to one in favor 
of the bloc. While still the- 
oretically committed to neutral- 



One factor encouraging mod- 
eration has been the growth of 
distinct groups within Sohyo de- 
manding less militant policies. 
Most recently, ths formation 
of a movement labeled the 
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National Democratization Liaison 
Council, udi up of unions both 
Inside and outslds of Sohyo, hss 
placsd ths federation's leader- 
ship under growing pressure to 
speed the trend to the right or 
risk slgnlficsnt defections. 

Nevertheless, s pro- Com - 
munist minority remains active, 
and Sohyo's leadership still 
finds it expedient to cooperate 
with the Communist Party on an 
ad hoc basis. It avoids openly 
taking Issue with the WTTU be- 
cause of the continued desirabil- 
ity of appearing neutral 
to avoid evoking protests 
the extrese leftists. 



Sohyo's weak rivals, par- 
ticularly Zenro in the right-wing 
Jr.de union grouping, Do»ei Kaigi, 
charge that the apparent drift 
to the right is nothing sore 
than a tactic to undercut cos- 
petition, and represents no rsal 
change. This argument Is sup- 
ported by Sobyo's ambiguity on 
many points, and the fact that 
Its officisl dogma retains a 
basic substratum of uncompro- 
mising marxism. 




there Is 
much to indicate that what be- 
gan as merely a defenelvs tac- 
tical shift to the right in 
1960-61 is now being consoli- 
dated as a fundamental policy 
change along llnea followed 
by labor movements in Western 
Europe. Bsrring a serious re- 
cession, widespread dismissals, 
or s grave international crisis 
that threatens to plunge Japan 
into war, Sohyo has taken so 
many different steps in the 
direction of moderation, and 
has found so much support for 
its rightward swing, that it 
would find it difficultto 
reverse its 
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JAPANESE NUCLEAR ENERGY PROGRAM 



Summary and Conclusions 

The Japanese nuclear energy program is limited by law to peace- 
ful purposes. Major applications to date have been the use of radio* 
isotopes in research, medicine* and industry. Interest has been 
shown In nuclear marine propulsion and nuclear electric power- The 
first nuclear-propelled ship is being designed now. Current plans 
for power production are 1400 megawatts (electrical) by 1970, One 
station is now beinz built with British assistance. 
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Discussion 

Introduction 

The Japanese nuclear energy program, which started in 1956, is 
baaed on a national policy for the development of the peaceful uses 
of nuclear energy. The Government has established an extensive 
nuclear research and development program; industry has made at 
least an equal effort in applied fields, and both are cooperating in 
programs for nuclear power and propulsion. 

The shortage of funds and trained personnel and the lack of basic 
nuclear raw materials are being overcome by larger governmental 
appropriations and contributions from industry, establishment of 
training programs, and the importation of the necessary materials 
from other countries. Cooperation with other countries has partic- 
ularly benefitted Japan in the construction of a number of research 
reactors and its first nuclear power reactor. 

The ma)or Governmental organizations are the Japan Atomic 
Energy Commission (JAECj for planning; the Atomic Energy Board 
1AEB) for administration; and the Japan Atomic Energy Research 
Institute (JAERI), the Atomic Fuel Corporation (A FC). both at Tokai- 
mura. and the National Institute of Radiological Sciences (MRS) ac 
Chiba for research and development. 

Research Reactors 

Japan currently has 12 reactors ia operation or under construc- 
tion, 5 critical assemblies, 53 accelerators, over 70 Installations 
for radiation research, and 17 facilities for fusion research. The 
major research site is JAERI, where most of the research reactors 
and a prototype power reactor have beenconstructed. All of the re- 
search reactors, except one. have been constructed with U.S. as- 
sistance and use enriched uranium fuel supplied by the United States. 
The one exception is the Japan Research Reactor-3 (JRR-3), a 10 
megawatt (MW) natural-uranium-fueled, heavy- water- mode rated 
reactor, which went critical on 13 September 1962. This reactor was 
constructed by the Japanese; however, Canada provided uranium for 
fuel through the IAEA and the United States supplied the heavy 
water — both with safeguards. Construction of additional research 
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reactors is contemplated- tat all those presently planned will re- 
quire enriched fuel which Japan cannot provide. 

Nuclear Materials 

Extensive exploration for uranium hasbeen conducted, hut no sub- 
stantial deposits of uranium have beendiscovered. Threeareas have 
been found to contain low-grade deposits of uranium. The most 
promising area is Ningyo Pass, where mining has been started and 
construction of an ore concentration plant was begun In 19S3-1964, 
Both AFC and inoustrial organiaations have conducted considerable 
research to find an economic method to process the low-grade do* 
mestic ores* The AFC has a pilot plant for refining uranium and 
facilities for the production of uranium metal and fuel element 
fabrication* 

While Japan has produced a limited amount of uranium, most ol 
the fuel has been purchased from other countries. Over 25 tons of 
uranium concentrate have been purchased from Canada through the 
auspices of the IAEA. This concentrate has been processed into 
metal and fabricated into fuel elements by the Japanese The natural 
uranium hielforche first nuclearpower station now under construc- 
tion, will be supplied by the United Kingdom. About 750 tons 
of uranium metal are expected to be imported over the ten-year 
period at an estimated cost ci million The United States has 

supplied about 24 tons of natural uranium and over 12 tons of en- 
riched uranium with enrichment ranging from 1.5 percent to 90 per- 
cent. All of the uranium supplied by the United States. United King- 
dom, and Canada is safeguarded. 

For a number of years research he sbe<n conducted on the devel- 
opment of processes for the production of heavy water. Although 
pilot plants were constructed, the -Japanese were unable to produce 
heavy w&ter at a price <vmp:riMe to f h*t of the United States. 
Therefore, heavy water neejed in 'he ;*panese nuclear energy pro- 
gram has been obiv^tJ from the Vmted States under safeguards. 
The Japanese hive priced rifficient reac^r-giade graphite for 
the research reactor prcgram<b-t the amount required for the first 
nuclear power station w^j beyond domestic capability. The graphite 
for the Britlsh-svpplSel pewer reictor has been purchased from 
France Most the other bisic materials tor the 
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program either are produced In Japan 
other countries through 

Applications 



be purchased from 




Only smaliquantitiesofplutoniumcanbeproducedby the research 
reactors In operation or under construction, but the British- supplied 
P° wor Teactor will be able to produce sianificant amount* of nlulji- 





lum nasoeen carried out at both 
study the use of plutonlum for advanced reactors, 
of a fuel reprocesslngplantforthe separation of pluto- 
nmmat the AFC Tokal-mura site began tnJunel9M and will not be 
completed until at least late 1965. The plant is expected to be able 
to process 0.7 to 1.0 tons of irradiated fuel per day and to handle 
several types of fuel and cladding. 

Japan Is interested in developing a method of isotope 
for the production of uranium-235 which would be less 
under Japanese conditions than the gaseous diffusion process. 'in 1959 
the Institute of Physical and Chemical Research began basic re- 
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search on the molecular distillation of uranium-235 and the ultra- 
centrifuge process of isotope separation Two ultracentrifuge 
machines were constructed for developmental research, but nothing 
is known of this work since 1962 when it was transferred to AFC. 



The major applicationof nuclear energy in Japan to date Is the use 
or radioistopes In research, medicine, and industry. The principal 
organization for radiation research is the NIRS, but a number of 
governmental, educational, and industrial organizations also are 
conducting research using radioisotopes. A considerable quantity of 
radioisotopes are used for gauging, process control, and nonde- 
structive testing by industry-. By 19S3. industry had Invested over 
51o million directly in isotope work. About one-thlrdof this amount 
is used for industrial production while the other two-thirds is used 
for research. 

Considerable interest has been shown in developing nuclear pro- 
pulsion. Since 1956. conceptual designs of more than 20 nuclear 
propelled ships have been made In 1963. the Nuclear Ship Develop- 
ment Corporation was established to construct the first Japanese 
nuclear propelled ship — an oceanographic research vessel. The 
long-range program called for design of the ship to begin in 1963 
and final testing to be completed in 19*3. The present plan Is for a 
6.350 ton. 10,000 shaft horsepower ship powered by a light-water 
type reactor having a thermal power of 35 MW. 

Japan possesses limited natural energy resources and a long-range 
plan for the development nuclearpower has been made which calls 
for the construction of 1-400 MW (electric) of nuclear electrical 
generating capacity by 1970. and 6.000 to 8.500 MW (electric) by 
1980. Japan Atomic Power Company, Ltd. (JAPCO), a joint govern- 
mental and Industrial company, was established in 1957, and a con- 



tract for the construction of Japan'sflrstnuclearpower station was 
concluded with Great Britain InDecember 1959. Const met Ion of this 
station, called the Tokai Nuclear PowerStatton, was started in 1959 
at Tokai-mura and is expected lobe in operation in 1965. The power 
station consists of one reactor of the British Calder Hall type and 
will have an installed electric power capacity of 166 MW (electric). 
The second JAPCO nuclear power station is to have a U.S. light- 
water type reactor with an expected installed power capacity in the 
range of 250 to 300 MW (electric). The reactor probably will not be 
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in operation until at least 1970. In addition, three power companies 
have programs for the constructionof nuclearpower stations. These 
programs are still in the early stages of conceptual design, and the 
stations, ifbullt.probably will not be In ope ration until 1970 or later. 
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To estimate the political, 
for Japan over the next tvo or 



Sato', position is probably secure for the 
of tola estimate. It la unlikely that hla conserratlve majority 
will shrink sl«niricantlj In the next lover house elections, vhlch will 
probably be held In 1966. The major threat to hla position la the 
business slowdown, but we be Here that hla administration's fiscal 
and the basic strengths of the econony will prevent further deterioration 
and penult a modest recorery within a year or so. 
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B. Another cajor problem for Sato Is his Identification with 
generally unpopular OS policies in Vietnam, If extremists who now lead 
the opposition Socialist Party succeed in exploiting the issue to mount 
mass demonstrations on the scale of those in i960, Sato might be forced 
to resign in favor of 



leader. On balance, however, ve believe that the leftists will not 
succeed in r emovi ng Sato 



C. Economic conflicts between Japan and the US will remain, but 
has so far caused or is li k e ly to cause any serious or lasting 
to a generally friendly relationship, or jeopardise the political 
stability of the Sato adainistraticn. The nam prcblsBs in Japanese 
relations with the US will continue to be those of Ccesninlst China, 
Vietnam, and Okinawa. Japanese trade with Peking will continue to in- 
crease, though at a less spectacular rate than in recent months. In 1966, 
Sato will probably extend credit guarantees to com exports to Communist 
China. He will seek to avoid diplomatic recognition of Peking as long 
as possible; but if Peking gained significant further 
recognition, he would probably follow suit, hoping 
of Japan's relationship with Taiwan would b 



D. Japan will continue to rely on the Security Treaty with the us 
for military protection. While some qualitative lmproveiwnt is in prospect, 
there is little chance that Sato will press for any major increases la 
Japan's own defence forces over the next two or three years. He will 
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Both popular attitudes and 
constitutional proscription have 
handicapped the development of 
Japan's defense. Deep-seated 
antipathy toward the illitary 

2*?JH the experience if 

military domination and the 
•hock of defeat In world War II 
has only recently begun to fade 
Pacifism was enshrined in Arti-" 
cle IX of Japan's postwar con- 
stitution, which bars the main, 
taining of "land, sea, and air 
forces, as well as other war 
potential." This restriction 
was circumvented beginning with 
the creation of the Katlonal 
Police Reserve under US occupa- 
tion aegis in 1950 and the es- 
tablishment of the Self-Dofense 
Forces four years later, a Su- 
preme Court decision subsequently 
upheld by implication the legal- 
ity of these forces, but 



siv© conservative governments 
nave shied away from attempting 
imove tho constitutional 



disability— especially because 
the combined opposition has thr 
votes to block amendment. 



w Tod 'L.C hc S»"-Dm'©nso 
Forevs (SDF) consist of about 

220,000 men, principally in the 
Ground Self-Defenae rorce (GSDF). 
By policy, however, they are re- 
stricted to a purely defensive 
role, and In fact are considered 

!?„ S.f n . Iy * llB *t°° capabil- 
ity Military policy does not 
envision more than a supplemen- 
tary role Tor Japan's armed 
forces lo a major conflict. 
Planning has been based on the 
belief that successful defense 

■»- us — » 

The GSDF is cspable of pre- 
serving internal order, but la 
I 1-rgely equipped with obsolescent 
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US-supplied weapons and is In- 
adequate to cope with major ag- 
gression. 

The Maritime Self-Defense 
Force (M3DF) has been formally 
given the mission of defending 
comital waters and sea ap- 
proaches, but its surface force 
and air arm, despite their mod- 
ern equipment, are barely ade- 
quate to carry out this task. 

The Air Self-Defense Force 
(ASDF) is capable of providing 
adequate tactical support for 
both ground and naval forces, 
but does not have the capabil- 
ity to defend independently 
against a determined attack by 
either Communis! CfclflS or the 
USSR . 

Budget allocations for de- 
fense have been consistently 
parsimonious. While the abso- 
lute Hums appropriated have 
mounted yearly, the proportion 
or the budget devoted to defense 
has remained near eight percent 
for the past five years. The 
armed forces' share of the GNP 
haft barely exceeded one percent, 
a figure far below the norm for 
countries of comparable indus- 
trial strength. 



Japan's defense continues 
to depend, as it has since 1945, 
on the US. The terms of the 
relationship, expressed in the 
Security Treaty signed in 1952 
and revised in I960, provide 
the US with important bases in 
the Far Bast. Beginning in 
1970 the treaty can be revised 
or terminated on one year's 
notice. The leftist opposition 
—principally the Japan Social- 
ist Party (JSP) — last year em- 
barked on a campaign to end the 
US alliance by 1970. Playing 
on the public's fears that the 
treaty will drag Japan into a 
major war over Vietnam, the JSP 
is trying to set off disturb- 
ances like those it used to 
bring down the Kishi government 



In the face of continuing 
Socialist attacks on the treaty 
and "American imperialism," 
Prise Minister Sato has been 
making increasingly forthright 
statements about the necessity 
of continuing the alliance after 
1970. Re has even hinted that 
the treaty should be revised to 
provide for a fixed term rather 
than possible abrogation on a 
one-year notice. Although 
Sato's Liberal Democratic Party 
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is deeply split on this issue, 
the encouragement of public de- 
bate emphasizes Sato's confi- 
dence that Japanese attitudes 
have matured on 



The government's wllllng- 
noss to face defense problems 
reflects the revival of nation- 
alise and the growing realisa- 
tion that Japan is one of the 
great nations of the world. 
Japanese policy makers, faced 
with the hard facts of power, 
are embarrassed to discover 
their country regarded interna- 
tionally as a cipher, 
upon the US. They 
dependent'* posture 
it would probably closely 
lei most US policies, to 
their country's staturv in 
oyos of its cltlaens. 

However , Sat o , sit hough 
long a nationalist who favored 
increased defenses, did not con- 
sider it politically feasible 
until late 1965 to support 
stronger security policies pub- 
licly. The way for 
stand was opened by 
two nuclear explosions and the 
crises in Southeast Asia which 
hive obliged the Japanese to 
think more seriously about se- 
curity problems. While more 
heat than light has been gen- 
erated In the popular debate, 
at least some Japanese have ci 
to recognise that Japan's voice 
carries little weight in inter- 
national councils without mili- 
tary strength to back it up. 



Further, the growth of 
king's power and the instability 
In the Malay archipelago have 
suggested to a few that Japan 
must think about defense of its 
"lifeline" to its markets 

South and East Asia, 
half of Japan's energy 
depend on tankers 
those waters, and 
one third of its trade is with 
the underdeveloped lands there. 
Naval chief Admiral Tomoharu 
Nishlmura has stressed the need 
for escorting tankers on Japan's 
"lifeline" to the Middle Cast. 
The reappraisal of Japanese de- 
fense policy probably will be- 
come more meaningful as Japanese 
realization of 



Now Roles for the SDF 

Officials charged with 
planning Japan's defense on a 
long-range basis face several 
problems. In trying to fore- 
cast needs five years or more 
hence they must take Into con- 
sideration the possibility that 
the Security Treaty may be abro- 
gated at any time after 1970. 
To have a credible defense sub* 
stituto available by 1971, 

w>uld have to embark at 
i a major rearmament pro- 
gram, possibly Including a nu- 
clear capabil i ty , In addition 
to the political hazards inher- 
herent In any nuclear weapons 
program, a defense buildup will 
seem wasted to the Japanese if 
the conservatives continue in 
control and the treaty remains 
in force. 




Japan's leaders may be 
trying to influence popular 
opinion in favor of a defense 
buildup by encouraging discus- 
sion of SDP missions going be* 
yond the present conception 
ami capability. In August 1965 
the director general of the De- 
Cense Agency. Raizo Uatsuno, 
lofted a trial-balloon appeal 
to nationalism by stating that 
Japan must achieve an independ- 
ent defense capability by 1975. 
He claimed that Japan could not 
depend on the US in case of 
emergency and that it was -dis- 
graceful'' for an independent 
country to have foreign mili- 
tary installations on its soil 
permanently. Since then ho han 
continued to call lor an inde- 
pendent defonse structure In 
kenping with Japan's advanced 
status in othor fields and has 
raised the specter of a Chinese 
Conmunist nuclear threat. 

The acquisition of a nu- 
clear capability, despite con- 
tinuing public sensitivities, 
is being increasingly aired as 
a logical corollary of an inde- 
pendent defense posture. Former 
chiefs of the services have be- 
gun advocating the use of tacti- 
cal nuclear weapons for defensi* 
only and the development of an 
antimissile capability - Some- 
times thfiy Justify nuclear armct 
as necessary to give Japan a 
strategic deterrent. Admiral 
Ichlzo Sugie, chairman of the 
Joint Staff Council, reportedly 
feels that even with the contin- 
uation oi the US guarantee, 
Japan as a groat power should 
acquire nuclear weapons. 



Conservative Prime Minis- 
ter Sato has been quite circum- 
spect in reaffirming past re- 
nunciation of nuclear arms. He 
has made it clear, however, 
that he welccwaes the US "nu- 
clear umbrella," although fel- 
low conservatives as well as the 
leftist opposition have pointed 
to the inconsistency of renounc- 
ing nuclear arms while still 
depending on them ultimately. 
He has been careful not to 
close the door to a future nu- 
clear weapons program. 

Two revolutionary propos- 
als for using Japanese forces 
overseas have received wide at- 
tention and some public accept- 
ance inasmuch as they concern 
subjects close to Japanese 
hearts— the United Nations 
and Okinawa. Japanese inter- 
est In the UN as the harbinger 
of world order is strong, and 
national defense policy calls 
for support of UK activities. 
Following Japan's recent 
election to the Security Coun- 
cil, the raising of the ques- 
tion of cooperation in peace- 
keeping operations gave the 
government the opportunity to 
state that participation in 
observation-type missions did 
not contravene the constltu- 
t Ion . Cons lderable left- 
ist opposition, however, per- 

backt?a?k V Jom^h^ 
tlon of legal obstacles to par- 
ticipation, and there seems 
little Immediate prospect that 
such supervisory missions can 
be authorized without revising 
present legislation. 
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A second possibility for 
sending troops abroad tas ad- 
vanced by Sato's suggestion that 
Japanese forces night be used In 
tbe defense of Okinawa if US 
bases there were attacked. The 
Socialists charged Sato with 
scheming to violate the constitu- 
tion by dispatching the SDF to 
American-administered territory. 
Socialist obstruction in the Diet 
influenced Sato to explain that 
he was merely reflecting a "frank, 
rraternal expression of Japanese 
national feeling," and that in 
fact the constitution, the se- 
curity treaty, and present SDF 
laws rule out an exercise of the 
right of self-defense by Japan 
on Okinawa. The exchanges never- 
theless left the public with the 
Impression of a wore "fortl 
lng" and independent policy 
national defense 

Popular Attitudes 

The Sato government's failure 
to disclaim the more extreme 
statements on military matters 
indicates its estimate that the 
public is ready to consider de- 
fense problems in a more realistic 
framework. The relatively quiet 
public acceptance of the visits 
by US nuclear-powered 
to Sasebo illustrates the 
popular tolerance even on 
natters. The Socialists, however, 
continue to emphasize nuclear 
dangers Id pushing the "peace" 
theme on which they have depended 
so heavily in the past to develop 
"mass" appeal. They have recently 
accused the Sato government of 
"stockpiling" legal precedents 
through its stopped-up program of 
visits by nuclear-powered vessels 
and of planning to add visits by 



nuclear— powered aircraft carriers . 
The Socialists claim that the 
government is trying to prepare 
the public for the introduction 
of nuclear 




The government *s effort 
to isolate the Socialists by ap- 
pealing to the more moderato 
opinion groups appears to be hav- 
ing some success. There have 
been recent indications that ele- 
ments within the opposition par- 
ties (particularly the small 
Democratic Socialist and the 
Buddhist Komeito) acknowledge 
the value of the US role In 
Japan's defen se . I n f actTawawawawaW 

r Soka Gakkal, Komeito* 

i rent organl 

fe^- 

public stand iim 
foreign policy, m 
the present 
ity system but also felt 
that Japan should eventually have 
nuclear arms. Public opinion 
polls reveal a growing accept- 
ance of the SDF and of Japan's 
alignment with the free world, 
although a strong minority still 
resists both of thesu. 

Even among Japanese who ac- 
for defense forces 
that 
of liv- 
ing, made possible by minimum de- 
fense outlays, has enabled the 
country to avoid Communism, and 
that this should not be jeopard- 
ized by substantial increases in 
defense spending, Host Japa- 
nese, in fact, probably prefer 
that the US guarantee their se- 
curity and spare them the expense, 
risk, and responsibilities in- 
volved. They argue that Japan 
cannot afford the effort to provide 
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a nuclear capability of Its 
and should rely on the US "um- 
brella . " Many, however , would 
be willing to support a greater 
Japanese defense effort to bring 
about the removal of US bases 
but wish to retain the I 
antee of security. 

More nationalistic over- 
tones have appeared amonf 
who may have taken their cue 
from Defense Agency chief Katsu- 
no's remarks last summer. They 
find dependence on the US "humil- 
iating/* demand a completely in- 
dependent defense effort B and 
are willing to pay the costs. 
Some of them advocate the devel- 
opment of an independent nuclear 
capability, although their tim- 
ing for such a program Is un- 
clear at present. 



Defense Effort j 
ird Defense Plan 



Official and public dii 
slon of the defense problem sug- 
gests general support for the 
limited buildup envisaged under 
the prospective five-year Third 
Defense Plan p the draft of whtch 
Is being prepared by the Defense 
Agency for submission to the Na- 
tional Defense Council by June 
1966. For the last year of the 
present Second Defense Plan 
< 1962-1966), the SDF received 
a sizable budgetary increase — 
13 percent over the appropria- 
tion for fiscal 1965— but rising 
costs will make it much less in 
real terms. Neverthel 



plan will be completed fairly 
close to its targets. 

As now drafted the Third 
Defense Plan, to be launched in 
April 1967, calls for a somewhat 
greater effort in the provision 
of firepower, mobility, and 
general modernization, and the 
Improvement of air and antisub- 

A major sug- 
rreates small 
the air and mari- 
forces in addition 
to those for the ground forces. 
For the latter, the draft re- 
tains the same authorization as 
the Second Defense Plan for 
180,000 personnel, but this may 
well remain academic since the 
less prestigious ground forces 
have continuing problems In re- 
cruiting and retaining person- 
nel. 




lis of the 
present proposal are (1) cor* 
reel Ion of deficiencies In the 
SDF; (2) development of s domes- 
tic Industrial defense base; 
and (3) raising budget appropria- 
tions progressively to the level 
of two percent of the CNP. The 
total cost of the package has 
been estimated at $7,5 billion, 
a figure more than double that 
for the previous plan. 



While the anticipated build- 
up will Increase the credibility 
of Japan's defense efforts, the 
modest modernisation possible 
under the limitation to two per- 
cent of GHP is quite Inadequate 
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to relievo the US of its 
Bibilitiea for Japan's 
The icovernment continues to 
couot od the Security Treaty for 
Japan's defense and considers 
the continuing offer of bases 
to the US the least It can do 
In the absence of a constitutional 
sanction for participating more 
fully in a truly conon defense. 



If present trends in public 
opinion continue to move as 
rapidly and in the saae direc- 
tion as they have over the past 
few months, however, it may 
prove possible to go beyond 
present imitations before the 
period of the Third Defi 
Plan is completed. 
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SUBJI STATEMENT j TO JAPANESE PEACE ENVOY YOKOYAMA 

ON VIETNAM BY WESTERN EUROPEAN GOVERNMENT 
OFFICIALS AW THE VATICAN 
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9 
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ACCEDING TO A |U 'J',' '■""i ■ J"~^*iJll . ,■" -g^ REPORT 

. 

ON THE YOKOYAMA MASAYUM PEACE MISSION TO EUROPE AND MIM1l»2IYrt 

I 

At>iA » YOKOYAMA MET h IT H FRENCH FOREIGN MINISTER COUVE DE MURV1LLE 
AND mSIAN B oht AJ DIRECTOR HANA'CH DURING HIS VISIT TO PARIS (LATE 
Fl*jARY AND EARLY MARCH). COUVE DE MURVILLE TOLD YOKOYAMA THAT 
IT IS NOT USEFUL FOK THE UNITED STATES TO CONTACT THE SOVIET UNION 
Oh OT HEW THInD COUNTRIES IN AN EFFORT TO SETTLE THE VIETNAM CON- 
FLICT. ACCORDING TO MURVILLE, THE UN TIED STATES SHOULD CONTACT 
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KGRTH VIETNAM AW THE NAIIONAL LIBERATION FROM! 0 IRECTLY. IF 
JAPAN DESIRES TO CONTRIBUTE TOWARD PEACE III VIETNAM, JAPAN . 
MUST ASK THE UNITED STATES TO HAKE CONCESSIONS TOWARD BOTH 
»0hTH VIETNAM AND THE VIET CONG. HURVILLE ALSO STATED THAT 
FHAUCE IS hOT CONSIDERING ANY CONCRETE PLAN FOR SOLUTION OF THE 
VIETNAM CRISIS BECAUSE A SOLUTION DOES NOT APPEAR IMMINENT. 

Z, ASIAN BUkEAU DIRECTOR MAMA' CH STATED THAT BEFORE VIETNAM 
PtACfc NEGOTIATIONS CAN BE UNDERTAKEN , THE FOLLOWING IMPORTANT 
POINIj MUST BE CONSIDERED AND ACCEPTED BY THE UNITED STATES: 

A. PARTICIPATION OF CHINA IN A PEACE CONFERENCE ON VIETNAM| 
1 B. CESSATION OF UNITEO STATES BOMBING OF NORTH VIET NAM ; 

C. INDEPENDENT PARTICIPATION OF THE VIET CONG IN THE 
PEACE CONFERENCE SEPARATE FROM NORTH VIETNAMESE PARTICIPATION. 
C Oil ME NT ING ON CHINA'S ATTITUDE ON VIETNAM, MANA'CH STATED THAT, 
ALTHOUGH CHINA HAS URGED NORTH VIETNAM AND THE VIET CONG TO CARRY 
ON THE LIBERATION STRUGGLE, FINAL SETTLEMENT OF THE PROBLEM K3S Wll 
WILL BE BY THE NORTH VIETNAMESE AND VIET CONG THEMSELVES. ICI 
i. IN LONDON ^^^^H YO KOYAMA MET WITH BRITISH FOREIGN 
SECRETARY MICHAEL STEWART, WHO STATED THAT THE BRITISH GOVERNMENT 
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IS MOT ST ICKING TO THE FORMALITIES OF THE 1954 GENEVA CONFERENCE 
SUGi IT CONSIDERS THAT OTHER COUNTRIES COULD NOV PARTICIPATE IN 
A NEW CONFERENCE ON VIETNAM. ALSO BRITAIN CONSIDERS THAT THE 
NEUIHAL NATIONS CAN PLAY AN INTERMEDIARY ROLE IN BRINGING THE 
KMHWISTb TOWARD ACCEPTING PEACE HE GOT I ST IONS. 

4. IN ROME, YOKOYAHA HET WITH ITALIAN FOREIGN MINISTRY 
DIRECTOR OF PGL IT ICAL AFFAIRS 6AJA (PHONETIC) WHO STATED THAT 
ITALY* o POSITION ON VIETNAM IS CLOSE TO THAT OF BRITAIN . ITALY, 
BECAUSE OF INTERNAL POLITICAL FACTORS, CANNOI UNDERTAKE ANY 
INITIATIVE 0,. ACTIVE ROLE IN BRINGING ABOUT A PEACEFUL SETTLEMENT 
OK THE VIETNAM PROBLEM, GAJA SAID. YOKOYAMA ALSO MET WITH POPE 

. ^^^^^g Um STATED HIS BELIEF THAT JAPAN WILL BE THE "«i!"}|rri 
SOLE NATION WHICH CAN HAVE AN EFFECTIVE ROLE IN BRINGING A VIET-'" 
NrtM SETTLEMENT . ALTHOUGH THE VATICAN'S APPEAL FOR PEACE DID NOT 
BhlhG ANY RESULTS, POPE PAUL ADDED THAT HE HAS NOT ABANDONED 
Hid EFFORTS. 
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The Japanese government is groping for a foreign mid policy that is 
consistent with the nation's new status as one of the world's industrial 
leadersandanimporuntmember of the community of advanced nations. 
Until quite recently. officialJapanese aid to Free Asia centered on repa- 
rations, which were treated by Japan as obligations to be discharged as 
expeditiously as possible- Particularly since 1965, the Japanese govern- 
ment has developed a more positive approach to foreign aid. which has 
increasingly reflected an awareness of the long-run benefits to Japan of 
economic development in Free Asia. 

Between 19S0 and 1965 the flow of long-term capital** from Japan 
to the less developed countries amounted to some $2. 6 billion, and activity 
during 1966 will probably raise this total to $3- 1 billion. About $1.8 billion 
of the flow through 1965 as well as probably another $300 million in 1966 
were accounted for by official disbursements, the most important element 
of which consisted of the programs of reparations to a number of countries 

* This report was produced solely by CIA. Itwas prepared by the Office 
of Research and Reports and coordinated with the Office of Current 
Intelligence; the estimates and conclusions represent the best judgment 
of the Directorate of Intelligence as of April 1967. 

The term Free Asia is used throughout this report to denote the non- 
Communist Asian countries extending from Afghanistan eastward through 
SouthandSoutheast Asiaandnorth from there to South Korea- Australia 
and New Zealand are not considered parts of the region for the purposes 
of this report. 

«* The expression long-term capital is used throughout this report to 
denote official and private capital flows involving repayment over periods 
of five years and more, although in some recent years data on private 
capital reflect only flows involving repayment terms of mor« than five 
years* Because of frequent changes in classification of data by both the 
Japanese government and the principal international organizations re- 
porting economic assistance, the reader may encounter a variety of 
relateddatadifferingfromthatshownin this report. Insofar as possible 
conflicting series of data have been adjusted for this report to adhere to 
the standard described above, and differences with other reports repre- 
sent the selection of other criteria for long-term capital. 




CONJjjPENTIAL 

of Free Asia- As these programs draw to a close, considerable attention 
is being focused on whether Japan will be able so to increase its flow of 
official grants and loans,* contributions to multilateral agencies, and 
private investment and export credits as to provide the 1 percent of 
national income that the Sato administration regards as its goal in these 
forms of development assistance. In addition to the usual impediments 
to foreign aid, Japan faces some peculiar obstacles, including low per 
capita income, particularly strong competing demand for domestic in- 
vestment, and pronounced rivalries among the ministries that are con- 
cerned with aid planning. 

Free Asia has been the principal beneficiary of Japanese development 
assistance, with annual flows of long-term capital to the region increasing 
from an estimated $1 25 million in I960 to an estimated $26S million in 
1965. The Free Asian share in the various forma of long -term assistance 
has varied from almost the complete amount of grant aid to about a third 
of the private capital flow. All of the countries of the region have received 
at least some long-term capital from Japan, and in a number of cases 
this assistance has been noteworthy. InBurma, Indonesia, and the Philip- 
pines, reparations have been principal sources of grant aid. Official 
bilateral credits extended by Japan through consortia have been significant 
sourcesofdevelopmentcapitalfor India and Pakistan. A large program 
of official and private assistance to South Korea and bilateral credits to 
Nationalist China and Malaysia will give Japan a prominent role in the 
present development plans in those countries. 

Japan has made important official contributions in project and non- 
project aid to the rehabilitation and development of Free Asia, Particu- 
larly noteworthy among the project assistance is infrastructure such as 
the Balu Chaung hydroelectric dam in Burma and the Da Nhim hydro- 
electric dam in South Vietnam and assistance to heavy industry such as 
the construction of fertiliser plants in India and steel plants in India and 
Pakistan- Among other official assistance that has been especially sig- 
nificant to development efforts is the supply of capital equipment for 
manufacturing facilities and agriculture and transportation equipment 
in the form of ships, railroad roiling stock, automobiles, and trucks. 
These programs of material aid have been complemented by extensive 



* Following common usage, the terms loan and credit are used inter- 
changeably in this report. It should be noted that virtually all Japanese 
"loans"have been suppliers' credits in the sense that they have beentied 
to procurement in Japan. 
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Japanese participation ia technical assistance and by academic training 
through official Japanese channels, multilateral programs, or actmties 
of the private sector. 

In addition to providing increasing amounts of official bilateral aid 
to Free Asia. Japan has been an important source of numerous small 
private investment activities for the region. Thailand is clearly the 
principal beneficiary of this form of long-term capital, anda conservative 
estimate would put the total stock of Japanese capital in that country at 
$35 million. Other major areas of private investment for Japan are 
Indonesia. Singapore, and Malaysia, the last of which i. the recipient 
of assistance in the construction of a steel mill that represents one of 
the major Japanese private investments in heavy industry in Free Asja - 
Especially in the case of the numerous investments in minerals and 
forestry in Indonesia, production-sharing has been an important means 
by which the Japanese have overcome obstacles to the entry of private 
capital into the less developed countries, and this form of investment 
will probably continue to play an important role in overseas Japanese 
economic activities. 

The importance to Free Asia of trade with Japan is steadily increasing 
as the Japanese market share expands in most of the less developed 
countries of the region, and rapid growth of the Japanese economy will 
continue to provide an important source of demand for many of Free 
Asia's primary products. Nevertheless, because Japan's growth rates 
in output and trade are greater than those of the region a. a whole. ^ the 
share of Free Asia in Japanese imports and exports is shrinking. Thus, 
between 1955 and 1965. the share of Japanese imports coming from Free 
Asia fell from 27 percent to 17 percent, and a similar relative decline 
occurred in exports. Although there is every reason to believe that 
Japan will remain competitive in the heavy industrial exports to the 
region that have spurred its advance in the Free Asian market, the 
prospects for a complementary growth in the Free Asian share of Japanese 
imports of raw materials are not as promising. Production difficulties 
in Free Asia and Japanese emphasis on a wide distribution of sources of 
low-priced raw materials militate against a substantial rise in the Free 
Asian share of the Japanese market for such raw materials as sawlogs. 
iron ore, bauxite, and crude oil. Rapid expansion in Japanese imports 
of certain tropical foodstuffs suggests that there maybe more growth 
potential in these commodities as the Japanese diet continues to diversify. 

Although Japan is a major industrial power and the most economically 
advanced of the Asian countries, efforts of the more progressive elements 
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of the Japanese government to assume active leadership in the develop- 
ment of Free Asia have been inhibited by at least two major factors, the 
future impact of which is still uncertain- The first of these , which is most 
prevalent in government circles* is anxiety over animosities throughout 
Free Asia lingering from World War II* The second impediment to a more 
active role in Asian economic leadership is the fact that the Japanese 
people, whose standard of living is still relatively low on the European 
scale* have only recently become aware of Japan's advanced economic 
status. Moreover, strong domestic demand for public investment will 
continue to compete with foreign aid. and a coherent Japanese aid policy 
remains to be developed. Nevertheless, the declared goal of 1 percent 
of national income for the annual flow of long-term capital from Japan to 
the less developed countries probably will be achieved by 1970, At a 
rate of growth of 8 percent for national income, this would mean a flow 
in that yearof 51 billion in 1965 prices, and of this amount $600 million 
or more might be expected to go to Free Asia. Grant aid is not likely 
to be expanded much beyond its present scale, but a growing share of 
the official bilateral assistance to Free Asia will probably take the form 
of credits on terms softer than the interest rate of slightly less than6 
percent characteristic of the past. Japan's growing awareness of the 
increasing competitiveness of its heavy industrial products will probably 
lead to more enthusiasm for disbursement of aid through such multi- 
lateralchanntls as special funds of the Asian Development Bank and the 
Mekong Commission. The geographic distribution of official economic 
aid to Free Asia In 1970 is likely to show a relative concentration in 
East and Southeast Asia as opposed to South Asia, but Japan will probably 
continue to play a constructive role in the consortia for India and Pakistan. 
Private investment will probably focus on Thailand, Indonesia. Singa- 
pore, and Malaysia, but improvements in the climate for Japanese in- 
vestment In the Philippines and South Korea could mean significant growth 
in private capital flows to those countries. 

The outlook for Japanese trade with Free Asia is strongly conditional 
on foreign aid to the region. Although Japan will probably continue to 
expand to some extent its market shares in the trade of the less developed 
countries of Free Asia, sustained growth in Japanese exports to the 
region will require the increased purchasing power that can only come 
from economic development. The Japanese are becoming distinctly more 
aware that their traditional conception of foreign aid as primarily a means 
of direct export promotion is too narrow and that Japan stands to benefit 
greatly from the growth-stimulating effects of both its own and other aid 
programs in the area. 
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Viewed from the perspective of the less developed countries of Free 
Asia, the crucial trade issue is how to increase Japanese imports from 
the region to help overcome large bilateral trade deficits- Among the 
factors liable to influence the expansion of these imports, the most sig- 
nificant appears to be the stimulation of production in Free Asia of raw 
materials for heavy industry. The mostdirect means to achieve this end 
is a so-called "development and import formula" employed by the Japa- 
nese. Because this approach has involved a considerable measure of 
Japanese government supportfor the foreign investment activities of the 
private sector, its continued application will probably elicit increased 
anxiety on the part of the press and investors in the other advanced 
countries for what some of them see as Japanese exploitation of Free 
Asia and an attempt to reestablish the Greater East Asia Co-Prosperity 
Sphere. This anxiety appears unwarranted, however, for it is clearly 
not in the national interest of Japan to establish any significant proprietary 
role in the region's economics at a time when it Is seeking Co broaden its 
sources of supply of raw materials and its exports are benefiting from 
regional growth stimulated by capital assistance from other advanced 
countries. 



! 
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L POSTWAR JAPANESE ECONOMIC AID 
A. The Flow of Japanese Capital 

From 1950 through 1965 the flow of long-term capital from Japan 
to the less developed countries totaled some $2. 6 billion. As can be 
seen in Table I, this flow averaged about $300 million annually from 
I960 through 1965 and. for the most part, has been significantly less 
than the Sato administration's goal of 1 percent of national income per 
annum. In 1966 the total was probably between $500 million and $520 
million, while 1 percent of the national income would have amounted to 
almost $800 million in current prices. 

Despite the common practice of calling total flows of Long-term 
capital "economic aid. " these data reflect a wide array of capital 
transactions, such as reparations payments and official grants, 
official development loans, various private direct investments, and 
private and official export credits on relatively hard commercial 
terms. Of the total capital flow of $2. 6 billion from 1950 through 
1965. about $1.8 billion was made up of net official disbursements, 
distributed among the various major kinds of aid as follows: 



Official grant aid 335 
(Including reparations) 

Official loans" 865 

!f«t contributions to eultilateral 

agencies 13? 

As much as $300 million more in official aid may have been disbursed 
in 1966, of which about $100 million is accounted for by grants. 

a For the purpose of long-term comparisons, data on official and 
private credits in this report reflect a series of definitions in use by 
the Japanese government through 1965. Because changes in these 
definitions have led to partial revision of the allocation of credit dis- 
bursements between the public and private sectors, the reader may 
encounter reports on official or private credit disbursements since 
1962 in other sources that do not agree with the data in this report. 
Since the problem is simply one of allocating capital flow between 
sectors, these differences have no effect on the total annual flows of 
aid in any report using the criteria described in the second footnote 
on p. 1 , above . 
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Table 1 

Flov of Jacanese Long- Tern Genital 
to the Less Developed Countries and Multilateral Agencies a/ 

1950-65 



Totel Bet Capital Flov 



A3 a Net Official 

Percent of Flow 

Million US A Katlonal Income (Million US S) 

1950-55 

(annual average) 15 10 

195* 109 0-53 9^ 

1957 109 O.bT 92 

1953 310 i.$k ?85 

1959 171 0.6<* 152 

1960 229 0.71 126 

1961 371 0.97 21t 

1962 26: 0.66 165 

1963 265 0.5*> 171 
196^ 2^5 O.U* 179 

IH5 0.6: 302 

i~. :«ta exclude private export credit* for periods of less than five 
years thrcugh 1959 and private export and official Bilateral credit* 
5.* less than five years since tin beginning of I960. Because of the 
initial inclusion of soce capital transactions not generally regarded 
as aid, this series of data has teen revised and reclassified a mincer 

tir.es slice *'eran Joined the rcveiopcsat Assistance Cosccittee of 
thi : rj sr. S ration for Scononic Cooperation and Dsvelopcent in 1961. 
Al:r.:v^r. father revisions occurred lu 1966, the data shown above are 
cased primarily on the systen of classification In use in 1965 in 
srdar ts preserve coctpara'cility within the tisespan beiny discussed. 

B The Pattern of Aid and Investment Activities 

I. Official Aid 

The reparations programs were the first and most important 
phase of the official Japanese effort in the postwar period to provide 
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long-term capital to less developed countries. * This phase of 
Japanese development assistance began with the San Francisco Treaty, 
which provided for bilateral negotiations on the reparations issue. As 
can be seen in the chronology (see Figure l) r negotiations on reparations 
between Japan and the affected nations** began in 1951 and continued 
intermittently through the settlement of outstanding issues with Singapore 
in October 1966. 

Grant commitments under various programs of reparations and 
indemnifications, including those in the "normalization" agreement with 
South Korea, have totaled over $1. 5 billion. Actual disbursements were 
some $735 million through 1965. Grants extended "in lieu of reparations" 
or in place of further reparations have amounted to an additional $147 
million. Finally, official loan commitments associated with the broad 
category of indemnification have added more than another $1 . 0 billion, 
but this type of aid has seen only limited use so far. Although more than 
half of the regular reparations grants have been disbursed so far, 
remaining obligations for this or related grant aid are still large in the 
cases of the Philippines, Burma, and South Korea; and the influence of 
indemnifications on Japanese aid programs and policies, although 
diminishing rapidly, will be present well past 1970. 

Thus far, official economic aid not related to reparations and 
Indemnification has, for the most part, centered on government-to- 
government agreements for yen credits and on suppliers 1 credits for 
more than five years extended by the Export^Import Bank of Japan. 
Although pertinent data are notably misleading prior to I960 and Incon- 
sistent since then, the disbursement of some S200 million for 1965 
probably represents a tripling of net annual disbursements under such 
credits since the late fifties. Japanese policy on credit assistance to 
less developed countries has undergone a number of basic changes since 
1957. In that year the scope of activities of the Export import Bank of 



* An alternative position would be that reparations do not constitute 
conventional economic aid. Nevertheless, because Japanese repara- 
tions have been an important source of foreign capital for development 
and have been included within "official grant and grant-like contri- 
butions" in aid reviews by the Development Assistance Committee 
(SAC) of the Organization for Economic Cooperation and Development 
fOECD), they are treated as economic aid in this report. 
— Among the Asian nations entitled to reparations. Nationalist China. 
India, Cambodia, and Laos waived their rights to such settlement. 

- 9 - 



CONFIDENTIAL 




JAPAN: CHRONOLOGY OF A 



I95f: MM FRANCISCO P£ACC TREATY (SEPTEMBER) 
REPARATIONS TALKS BEGIN WITH INDONESIA 

1952; ASSOCIATE MEMBERSHIP IN ECONOMIC COMMISSION FOR ASIA AND THE FAR EAST (ECAFE) 

(JANUARY) 

REPARATIONS TALKS BEGIN WITH THE PHILIPPINES (JANUARY) 

I993i FULL MEMBERSHIP IN ECAFE (APRIL) 

CABINET ANNOUNCES THREE-POINT PROGRAM OF ECONOMIC COOPERATION WITH SOUTHEAST 

ASIA (DECEMBER) 

1054: REPARATIONS TALKS BEGIN WITH BURMA (AUGUST) 

FULL MEMBERSHIP IN THE COLOMBO PLAN (OCTOBER) AND FIRST POSTWAR TECHNICAL 

ASSISTANCE TO SOUTHEAST ASIA THROUGH THAT ORGANIZATION 
REPARATIONS AGREEMENT SIGNEO WITH BURMA (NOVEMBER) 

1939: BURMA REPARATIONS AGREEMENT BECOMES EFFECTIVE (APRIL) 

SETTLEMENT AGREEMENT ON SPECIAL YEN PROBLEM SIGNED WITH THAILAND FOR $15 MIL- 
LION |N CASH ANO S2S.T MILLION IN LOANS (JULY) 

I959t PHILIPPINES REPARATIONS AGREEMENT SIGNEO (MAY) 

PHILIPPINES REPARATIONS AGREEMENT BECOMES EFFECTIVE (JULY) 

1917: JAPAN OECLARCS INTENTION TO ASSIST MEKONG DEVELOPMENT SCHEME (MARCH) 

OVERSEAS INVESTMENT INSURANCE SYSTEM REVISED TO COVER LOSSES THROUGH NAT- 
IONALIZATION AMO TO INCLUDE COVERAGE FOR CAPITAL REPATRIATION PROBLEMS (MAY) 
EXPORT-IMPORT BANK LAW RtVlSEO TO ALLOW BROADER RANGE OF OVERSEAS 

ACTIVITIES (MAY) 

193*. INDONESIA REPARATIONS AGREEMENT SIGNED (JANUARY) 

FIRST GOVERNMENT-TO-GOVERNMENT CREOIT AGREEMENT ($30 MILLION) CONCLUDEO WITH 
INDIA (FLdRUARY) 

INDONESIA REPARATIONS AGREEMENT BECOMES EFFECTIVE (APRIL) 
LAOS GRANT AID ("iN LIEU OP REPARATIONS") AGREED TO (OCTOBER) 

1939: LAOS GRANT AID ("lN LIEU OF REPARATIONS") BEGINS (JANUARY) 

CAM BO0 1 A GRANT AID ("lN LIEU OP REPARATIONS 1 ' ) AGREED TO (MARCH) 
VIETNAM REPARATIONS AGREEMENT SIGNED (MAY) 

CAM BOO I A GRANT AID ("iN LIEU OF REPARATIONS 1 ') BEGINS (JULY) 
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AID TO U^SS DEVELOPED COUNTRIES 
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SOUTH VIETNAM REPARATIONS ACREEMENTIKCOMES EFFECTIVE (JANUARY) 
IIC RESEARCH INSTITUTE. ORGjANUEO IN 1958 (NOVEMBER). 
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OVERSEAS ECONOMIC COOPERATION FUND { CCF) ESTABLISHED TO PROVIDE CREDITS ON 
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ORGANIZATION 




SPECIAL YEN AGREEMENT WITH THAILAND 
TO- 
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TO PAKISTAN <NOVEMQER) 

PIED TO CONVERT LOAN PORTION OF 

SET UP TO COORDINATE ALL 
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EFFORTS (JIKE) 



§M| AGREEMENT ON ECONOMIC ANO TECHNICAL 

(MARCH) 
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196V JAPAN MAKES FIRST CONTRIBUTION TO 
(APRIL) 

JAPAN AGREES TO SI SO MILLION CREDIT FORMAT 1 0N AL 1ST CHINA (APRIL) 

JAPAN SIGNS NORMALIZATION AGREEMENT W7tm SOUTH KOREA PROVIDING FOR $600 MIL- 
LION IN GRANTS. CREOITS. AND INVESTMENTS (JUNE) 

FIRST GROUP OF JAPAN OVERSEAS COOPER TION VOLUNTEERS ^ PEACE CORPS*') SENT TO 

If 



(DECEMBER) 



CONTRIBUTION TO NAM NC M DEVELOPMENT FUND UNDER MEKONG 



ECONOMIC 
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T966: JAPAN 

SCHEME (MARCH) 
JAPAN CONVENES SOUTHEAST ASIAN MINI STTR1 AL CONFERENCE 7 

DEVELOPMENT IN REGION (APRIL) 
EMERGENCY CREOIT OF S*0 MILLION EXTEKOEO TO INDONESIA (MAY) *S . 
JAPAN SUBSCRIBES $200 MILLION TO CAPITAL OF ASIAN DEVELOPMENT BANK (JULY) 
JAPAN CONVENES MEETING OF INDONESIAN CTEOlTORS IN TOKYO (SEPTEMBER) 
REPARATIONS AGREEMENT CONCLUDED WIT* SINGAPORE (OCTOBER) 

OFFICIAL BILATERAL CREDIT FOR SSO MIlLiON EXTENDED TO MALAYSIA (NOVEMBER) 

JAPAN CONVENES CONFERENCE ON AGRICULTURAL DEVELOPMENT IN SOUTHEAST ASIA 

(DECEMBER) 
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Japan was enlarged to permit a wider range of credit activities 
involving foreign governments and foreign corporations- Following this 
liberalization of credit policy, the Export-Import Bank entered into its 
first major government-to-government credit, a so-called "special yen 
agreement" for a long-term credit of $50 million to India in February 
1958; and this sort of loan activity has expanded rapidly since then. 

■ 

The necessarily high interest rates charged by the Export-Import 
Bank impede credit assistance to less developed countries. To help 
overcome this obstacle, the Japanese government created the Overseas 
Economic Cooperation Fund (OECF) in March 1961. This organization, 
Initially authorised a capital fund of $47 million, was set up under the 
Economic Planning Agency to provide credits with provisions for repay- 
ment over 20 years (including five-year grace periods) and interest 
rates of 3. 5 percent or less. Although the OECF is authorized to loan 
directly to foreign governments or foreign firms, no such loans were 
extended until mid- 1966, and its funds had instead been disbursed 
primarily to Japanese firms engaged in development projects. 

Among important developments in the OECF in 1965 were a signifi- 
cant increase in disbursements, increases in capitalisation, changes in 
the OECF law permitting domestic borrowing and the issuance of bonds, 
and provisions for a total of roughly $250 million in official credits for 
South Korea and Nationalist China to be disbursed through the OECF at 
relatively liberal terms. * By the end of 1963. loans outstanding (that is, 
disbursements less repayments) under the OECF amounted to $37. 7 
million, and total commitments were $57.4 million at the end of 
January 1966. A sum of $20. 8 million was appropriated in the Japanese 
budget for Fiscal Year (FY) 1966** as a capital subscription to the 
OECF. A like sum was authorized for lending to the OECF by the Tru«t 
Fund Bureau during FY 1966 to help meet the OECF's growing require- 
ments, but there was general recognition among the ministries and 
agencies concerned with foreign aid that continued borrowing of this sort 
could prejudice the low interest rates of OECF loans. The Director of 
the OECF Loan Department has estimated that only about $2, 8 million 
would be borrowed by the OECF in FY 1966. 



* The credits to South Korea and Nationalist China are the first cases 
in which the OECF actually has authorized terms as liberal as 3. 5 per- 
cent interest with repayment over 20 years, the most liberal terms 
through March 1965 having been 5- 5 percent and 12 years, 
** The Japanese fiscal year begins on 1 April of the year specified. 
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Net contributions to multilateral agencies have been the principal 
remaining category of official Japanese capital flows classified by the 
Development Assistance Committee (DAC) of the Organization for 
1 Economic Cooperation and Development (OECD) as economic aid. 
From L950 through 1965 this category accounted for some $135 million, 
or about 7 percent of the total flow of official Japanese capital to the 
less developed countries. Included in it were grants to various inter- 
national agencies and subscriptions to the International Bank for 
Reconstruction and Development (IBRD) and its affiliated organizations. 
In 1965 these net contributions totaled $17.5 million, but a special 
increase in the capital of the IBRD and an initial payment of $20 million 
on a capital subscription of $200 million to the Asian Development Bank 
probably raised the figure to almost $50 million for 1966. 

Special note should be taken of the small but increasing role played 
by technical and academic assistance in Japan's official and private aid 
programs, Disbursements of official bilateral grants for technical 
cooperation (other than the limited amounts under reparations) totaled 
only $24. 5 million from I960 through 1965. but over the period the 
annual disbursements grew from $2. 2 million to $6. 0 million. The 
Japanese government has frequently argued that Japan has a distinct 
contribution to make in the area of technical assistance, and this attitude 
will probably be reflected in the continued growth of technical coopera- 
tion grants, 

The creation of the Overseas Technical Cooperation Agency (OTCA) 
under the Ministry of Foreign Affairs in June 1962 was an important 
step forward in the coordination of public and private technical assistance 
programs. • Programs of the public and private sectors supervised or 
coordinated by this agency include training in Japan, the dispatch of 
Jaoanese experts to less developed countries, the establishment and 
operation of overseas technical training centers, and the preparation of 
feasibility studies. In 1965 the OTCA broadened its activities through 
the creation of a Japanese Peace Corps, known officially as the Japan 
Overseas Cooperation Volunteers (JOCV). Budgetary appropriations for 
technical cooperation in FY 1965 and 1966 covering the activities of the 
OTCA and various subsidies for private technical aid amounted to $7. 5 
million and $9-4 million, respectively. 



* Even before this, however, the Japanese government subsidized much 
o; the nominally private activity in this field. 
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2. Private Capital Flows 



Disbursements of private loans and investments have accounted for 
a considerable share of the flow of Japanese long-term capital to the less 



these disbursements have accounted for about 30 percent of the total net 
flow. These figures for private assistance include direct investment in 
developing countries, net private trade credits of over five years, and 
portfolio investments in multilateral agencies. Of these categories, 
direct investment, which amounted to two-thirds of the net private 
capital flow from 1961 through 1965. is the most significant; but the 
relatively volatile category of trade credits has also been an important 
component in the private capital flow.* 

The cumulative value of Japanese private direct investment in 
productive activities** in the less developed countries since 1 95 1 was in 
excess of $580 million ac the end of March 1966. The flow of this amount 
was in no small measure facilitated by Export-Import Bank credits that 
in some instances provided up to SO percent of the value of project costs 
directly to Japanese firms and through them to foreign partners. Various 
institutional measures such as the Export Proceeds Insurance Scheme, 
the Overseas Investment Principal Insurance System, and the Overseas 
Investment Profit Insurance Program also have contributed to an improved 
climate for private credit and investment activities abroad, but Japanese 
businessmen are still quite apprehensive about political and economic 
uncertainties in the developing countries. 

Such Japanese private direct investment abroad as has taken place so 
far has followed three basic patterns. The two most prevalent are those 
in which the Japanese party to an agreement acquires stock in a foreign 
firm by supplying capital, technology, or cash and those in which the 
Japanese investor extends credits for basic funds for equipment or working 
capital in exchange for claims for subsequent repayment in cash or through 
production-sharing. The second arrangement usually produces a long-term 
relationship tantamount to equity investment. Though it may provide less 



<■ L'sing the new definitions adopted by the Japanese government in 1966. 
direct investment accounted for 47 percent and private trade credits for 
53 percent of the private long-term capital flow from Japan to the less 
developed countries from 1962 through 1965. 

That is, enterprises other than commercial facilities for Japanese 
exports and overseas branches of Japanese firms. 
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Japanese control over a firm's operations, this arrangement is often used 
to get around the various restrictions imposed on foreign investments 
in the underdeveloped countries and to reduce the risk of losses 
' through nationalization. A third and less frequent method of invest- 
ment abroad, the most notable example of which is the Japanese -owned 
Arabian Oil Company in the Middle East, Is that wherein the Japanese 
firm directly undertakes a project through the acquisition of real estate 
or mining rights. 

C. Factors Inhibiting Increases in Aid 

As Japan passes from the period of reparations and indemnifica- 
tions into one of more conventional economic aid, there is much interest 
in its prospects for assuming a larger aid burden commensurate with its 
position as a major industrial power. On the one hand, Japan may 
ultimately be able to assume a more active role in economic assistance 
than any of the European nations, because its national product probably 
is destined to exceed all but those of the United States and the USSR; 
and the small share expended on defense is unique among the major 
powers. On the other hand, Japan has a larger population than any of the 
European powers except the USSR, and its per capita national output la 
relatively small. Moreover, in the short runat least, the degree of per- 
severance ehat characterized Japan's efforts to normalize its economic 
relations with former enemies is not likely to be matched in its responses 
to the pressing capital requirements of the developing countries. 

The problems that inhibit increases in the flow of Japanese capital 
!0 developing countries arc those common to all donors plus a few that 
are peculiar, at least in some degree, to Japan. Like all the major 
donor nations. Japan is concerned about the effect of foreign aid on its 
3alar.ee of payments. The balance on current account, in deficit since 
1961, swung into surplus in 1965 and 1966 with strong improvement in 
merchandise- trad«. Despite a continued large deficit in the capital 
account, another overall surplus, this time amounting to 5335 million, 
occurred in the balance of payments for 1966. Nevertheless. Japanese 
officials and businessmen are wary of long-term capital commitments 
t^.at might produce or aggravate balance-of-payments difficulties. 

The Japanese, in common with others, are also inhibited by 
conditions in the recipient countries. Japan has been particularly vocal 
In pointing out the limited absorptive capacity of the developing 
countries for foreign capital. Thus far. this attitude has led the Japanese 
:o avoid meeting the long-term development requirements of less 
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developed countries and to focus on aid to specific projects. Over 
rime, however. Japanese participation in aid consortia may foster a 
greater sense of responsibility for comprehensive development efforts. 
Recognition of the limitations of less developed countries in planning and 
staffing economic programs ultimately could be channeled into a greatly* 
expanded Japanese technical and academic assistance effort, but in 1966 
Japan was still under attack in the DAC annua! meetings for its small 
contribution in this field. 

Another factor inhibiting the flow of Japanese capital to the less 
developed countries is the unfavorable climate for private investment in 
these areas. Despite the national fixations of the Japanese on the 
necessity for export growth and the desirability of diversification of 
sources of raw materials, the private sector is still essentially cautious 
about extending its holdings in politically unstable nations. Of probably 
greater importance has been the high return available on investment at 
home. Some of the obstacles to overseas investment have been offset by 
the various government insurance programs, * and Japanese investors 
have appeared ready to accept greater risks in certain countries, such as 
Indonesia and Thailand, in which they hope to secure a preeminent posi- 
tion in particular industries. 

Although the problems discussed above have been significant impedi- 
ments to increased capital flows to the developing countries, they do not 
particularly explain why Japan's contribution to economic development 
abroad has been proportionately smaller than that of many other industrial 
nations. The explanation lies in problems that affect Japan more strongly 
than other nations. Some of the most important of these relate to Japan's 
comparative stage of economic development. 

Among the DAC nations, which include all of the major Western aid 
donors. Japan has the next to the smallest national income per capita, as 
can be seen in the following tabulation for 1964: 



* See B. 2. above. 
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United States 




Swden 
Canada 
Denmark 



Vest Germany 
United Kingdom 



France 
?forvay 



fctherlacds 




Although Japan's per capita national income stood at $695 in 1965 and 
grew rapidly in 1966. the order of rank shown above did not change. 
Viewed withi n the context of per capita incomes, the United Nations 
Conference on Trade and Development (UNCTAD) and DAC aid goal of 
1 percent of national income can be described as a sort of regressive 
tax, and Japanese arguments in the past of inability to meet this standard 
because of income levels are more convincing than those of most other 
donors. Indeed. Japanese performance by this criterion alone has been 
quite respectable. For 1964. computation of the net flow of official and 
private long-term capital to less developed countries as a share of 
national income shows Japan ranking with Italy. Canada, and Norway 
(which cluster around 0. 5 percent), significantly ahead of Austria and 
Denmark, and behind such nations as Belgium. West Germany, the 
Netherlands, the United Kingdom, and the United States (which approach 
or slightly exceed 1 percent). 



Aid ;s inhibited also by economic problems arising from the unusually 
rapid pace of growth in Japan. The flow of long-term capital from the 



First, the strong demand for domestic investment in manufacturing that 
has sustained Japanese growth rates yields high domestic interest rates 
that tend to make overseas investment less attractive. Second, these high 
Lncerest charges affect the rates at which funds may be borrowed by 
government agencies such as the Export-Import Bank and the OECF, and 
(until a few instances in the last two years] credits extended to the less 
developed countries by these agencies have had to be offered at terms 
£10 more attractive than those of the IBRD. * Finally, the remarkably 



* Although the OECF now loans at lower rates, all bilateral Japanese 
loans to less developed countries are tied to procurement in Japan. Thus 
Japan is not strictly competitive with the IBRD in loan assistance. 
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strong demand for investment in the private sector, of which the tight 
domestic capital market is symptomatic, has meant inadequate invest- 
ment in the public sector. This last consideration suggests that budget 
appropriations for Japanese aid will have to compete against increasingly 
strong demands for Japanese government spending on housing and public 
works at home. 

For a number of reasons, the Japanese find it hard to secure public 
and parliamentary approval of significant enlargement of their official 
aid effort. Although the public is aware of the importance of foreign 
trade to Japan's industrial growth, it has only the most tentative impres- 
sion of the recent emergence of the national economy into the front rank 
of major economic powers and generally has no conception of how Japan 
might contribute to the needs of developing countries. Public confusion 
on Japan's role as a donor country is compounded by the lack of coopera- 
tion or constructive suggestions from the Japan Socialist Party. Areas 
of bipartisan agreement on foreign aid policy are notably absent In 
Japanese politics, and the fact that the Socialists have had no experience 
in administering Japanese aid only aggravates this problem. In late June 
1966 the Socialists embarrassed the Sato government internationally by 
blocking the passage in regular Diet session of an appropriation for the 
Asian Development Bank. At the same time the Socialists advanced a 
rather naive "long-range policy" on Japanese aid that called for, among 
Other things, the creation of a "Peace and Prosperity Force" from 
personnel of the Japan Self-Defense Forces to improve relations with 
other countries. Besides the fact that the Japan Overseas Cooperation 
Volunteers are already performing the function of such an organization, 
this proposal raises the question of how Southeast Asians might react to 
the presence of an organization with a Japanese military background. 

The most pressing problem is the need for better administrative 
orjar.ization and coordmation between official agencies. The principal 
agencies concerned with foreign aid and investment and their responsi- 
bilities are as follows: 

Ministry of Foreign Affairs 

Assumes leading role in generating 
aid proposals; supervises Overseas 
Technical Cooperation Agency; 
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Ministry of Finance 

Occupies pivotal budgetary position; 
wields important discretionary power 
in extensions of credits and allocation 
of some grants; supervises Export-Import 
Bank and exercises strong influence on 
operation of the Overseas Economic 
Cooperation Fund; 

Ministry of International Trade and Industry (MITI) 

Presses commercial interests in 
formulation of official aid policies; supervises 
Asian Economic Research Bureau; 

Economic Planning Agency 



There are rivalries among these organiaations that reflect both the 
particular perspectives of the various organizations and the fact that 
rrunister* are often chosen so as to balance the Liberal Democratic 
factions in the Cabinet. Thus the attributes cumulatively described as 
"commercialism" in Japanese atd activities are readily associable with 
MITI 1 * primary mission of promoting exports or the caution of the 
Finance Ministry in assessing credit risks. The Foreign Ministry, 
which characteristically takes the most positive stance toward increased 
and more liberal lid, has found itself embarrassingly ahead of the rest of 
the Japanese government on many occasions. This gap has been partially 
closed by the growing emphasis of Prime Minister Sato on a greater 
Japanese role in regional economic affairs in Asia, by the repeated incan- 
tation! of iormer Finance Minister Fukuda that Japan would meet the 
'j NT TAD aid goal of 1 percent of national income, * and by the relatively 



* it is worth noting that the achievement of this much-discussed goal 
w*s not tied to any particular time until the Ministry of Foreign Affairs 
picked FY 1968 as target year in a draft three-year economic cooperation 
program completed in March 1966. The program apparently has not yet 
received the blessing of the Ministry of Finance. At the annual DAC 
review o: Japan's aid program in June 1966. Foreign Ministry officials 
were Kill unwilling to specify a target year. 



Participates in formulation of long- 
term aid goals; officially responsible for 
supervision of OECF. 
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imaginative suggestions for assistance in agriculture and marketing of 
primary products to less developed countries that emanated from MJTI 
under the leadership of the politically ambitious Takeo Miki. One of 
the most encouraging features of the Southeast Asian Ministerial 
Conference on Development held in Tokyo in early April 1966 was the 
direct involvement of the whole Japanese Cabinet in discussions of 
regional economic cooperation. Participation in such an international 
conference created pressure for more creative thinking on economic 
development, and. exposed to public view, the various Cabinet members 
discussed assistance in joint development activities more daring than 
they would otherwise have been inclined to support. 
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n. JAPANESE AID TO FREE ASIA 

A. The Re_eion r s Share of Japanese Aid and Investment Activities 

Asia has been the principal beneficiary of Japanese aid activities. * 
Although basic data are often inconsistent, the following crude estimates 
may be made of annual Japanese official and private financial assistance 
to the Free Asian countries: 



Year 


Million US $ 


i960 


125 


1961 


165 


1962 


1U5 


1963 


175 


196U 


200 


1965 


265 



A comparison of these figures with the data in Table 1 shows that Free 
Asia received about 60 percent of all Japanese assistance to the less 
developed nations from 1960 through 1965- Although data for earlier 

periods are inadequate to make specific, reliable comparisons, the 

Free Asian share of Japanese official and private assistance was 
probably significantly higher than two-thirds in most years prior to 

I960, 

Reparations and indemnifications have been the most important 
element in official grant aid, accounting for about 95 percent of the 
total to date. All of the disbursements under these reparations 
programs were made to Asian countries* as well as $40, 1 million 
in official bilateral grants (see Table 2], Official grant aid has gone 
almost exclusively to Asia, and this trend is likely to continue for the 
foreseeable future. Although the regular reparations programs in 
Burma and South Vietnam have been completed, such current com- 
mitments as reparations to the Philippines, continued grant aid to 
Burma and Indonesia, and grants under the normalization treaty 
with South Korea will probably account for well over half of the 
disbursements of bilateral grant aid over the next few years. 



* For major details of commitments of official grant and credit 
aid to Asian countries, see Table 3- 
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Table 2 

Japan: Grant Aid to Free Asian Countries 
1950-65 



1950-59 1/ 

196C 

i96l 

1962 

1963 

1S6!» 

1965 

Total 



Total 

Bilateral 

Grant Aid 

to all Countries 



395,000 
66,900 
6T.50C 

7**,600 
76,700 
63,700 
62,200 

632.700 



395,800 
61., 300 
65,100 
69,500 e/ 
M,900 c/ 
60,500 c/ 
65,600 cj 



Otfier Grants 



2,100 
1,T00 

Moo 

10,300 
6,1*00 
15,000 

fco.ioo 



Total Grant 
Aid a/ 



395,300 

S£ 

73,600 

75,TCO 

6f,cco 
60,600 



t. secaua* of rounding, coBponeats aay not add to the total show., 
i. Ir.zl'ztir* settleaest of an Indonesian trade deficit of S176.9 
=i:iicn and parents for the Thai Special Yon Account, 
e. Including disbursements under the Thai Special Yen Account for 



Bilateral grants other than those related to reparations. Korean 
normalization, and the special grant program (or Burma have been 
disbursed primarily for technical assistance. In this category, Asia 
haj again been the principal beneficiary. Thus, of a total of some 
520 million in grants for technical assistance from 1962 through 1965, 
almost three-fourths went to Free Asia. In addition to financing the 
overseas activities of Japanese technicians, these grants have funded 
the Japanese share of establishing technical training centers in a 
number of Asian countries. 

The share of Southeast Asia in Japanese official loans is more 
difficult to gauge because of recurring changes in classification of 
data, in annual presentations to DAC. the Japanese government has 
cited figures indicating that since 1963 well over three-fourths of the 
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annual net disbursements of all official loan* to less developed countries 
have gone to Free Asia* * By far the largest part o£ these disbursements 
has been channeled through the Export-Import Bank of Japan. After 
adjusting available regional data of the Export-Import Bank (or FY 1963 
and 1964 to exclude credits to developed countries, the Free Asian share 
of credit commitments to the less developed countries in those years 
amounts to over 50 percent. This figure may misstate the region's 
share of long-term assistance, for it includes credits for less than five 
years. Despite the inadequacy of such an indicator, it is clear that 
credit commitments by the Export-Import Bank to Asian countries are 
both numerous and of major importance- Indeed, by the end of FY 1964, 
"special yen M agreements** with India and Pakistan had accounted for 
10 percent of all credit commitments since the founding of the Export- 
Import Bank in 1950. •** Finally, using all Export-Import Bank loans 
outstanding to the less developed areas of the world at the end of FY 1964 
as another crude index of this organization's participation in Japan's 
long-term credit assistance, loans to Free Asia account for about half 
the total. 

Since 1961 the OECF has also participated in Japan's credit 
assistance, and the activities of this institution again indicate the 
primary position of Free Asia in official Japanese aid. Although only 
about half of the 557.4 million in total commitments of the OECF as 
of the end of January 1966 was accounted for by Free Asian countries, 
the OECF was responsible for disbursing funds over 10 years to South 
Korea under a line of credit for $200 million related to the normalization 
treaty and to Nationalist China over five years under a portion of a S150 
million line of credit also agreed to in 1965, The Director of the OECF 
Loan Department indicated in early 1966 that, despite a capital sub- 
scription of S20. 8 million in the national budget for FY 1966, he expected 
haL f of the total funds of $64 million available to the OECF to be required 
to meet 1966 disbursements under the Korean and Nationalist Chinese 
commitments. Increasing pressure from other donors and from the less 
developed countries themselves for more liberal Japane se credit terms 



* In 1961 and 1962 the Asian share of net official credit disbursements 
stood at an unusually low 40 percent. This was the result of heavy 
disbursements on a steel mill in Brazil and lags in implementation of 
''special yen 1 ' credits to India and Pakistan, 
See I, B, above- 

*« 3etween the end of FY 1964 and February 1967, another $300 
million of major credits were extended to india, Pakistan, Nationalist 
China, and Malaysia alone by the Export-Import Bank. 
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may lead to further expansion of OECF activities; but, partially because 
of a sense of familiarity with the region. Japanese business interests 
probably will tend to focus these activities on Southeast Asia in general 
and Indonesia in particular.* 

Although regional data on long-term private capital flows** from 
Japan to the less developed countries are both scarce and inconsistent, 
available information indicates that Free Asia received about a third of 
such capital from 1962 through 1965. Over this period the annual flows 
to the region ranged from less than one-third to an exceptional one-half 
of total Japanese investment and long-term private credits to the less 
developed countries- Of the two major categories. Free Asia received 
a greater net share of guaranteed private export credits than of net 
direct investment. Indeed, despite a considerable number of individual 
investments in a wide variety of enterprises throughout Asia, the stock 
of Japanese investment in the region at the end of 1965 amounted to 
only about 28 percent of total Japanese investment in less developed 
countries. In no small measure, this pattern is a reflection of the 
unrcceptive attitude toward foreign private investment on the part 
of several governments of the region. 

B, The Japanese Role in National Development Activities 

All of the countries of Free Asia have been recipients of Japanese 
long-term capital. In some of these countries the relative importance 
o: this assistance to economic development has been especially note- 
worthy. Thus S200 million in reparations have been by far the most 
important postwar source of official foreign grants lor Burma, and 
the successor program of S140 million in grants occupies the same 
position among Burma's present resources for linancing development, 
In Indonesia and the Philippines, Japanese reparations have been 
Second only to L'S aid as a source of grant disbursements, and unpaid 
balances under the reparations program in the Philippines are 



» In Indonesia, OECF credits have helped provide capital for 
production-sharing investments in petroleum* nickel ore, and 
forestry development projects. 

i-* Data that follow are for private direct (equity) investment and 
government-guaranteed credits for more than five years. 
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currently the principal grant commitments to that nation,* The 
grants and loans to be provided to South Korea under the normal- 
ization treaty will make Japan the second- ranking donor of aid to 
that nation. Through its "special yen" credits, Japan, as a member 
of aid consortia, has also been a significant participant in the economic 
development of India and Pakistan, A credit for SI 50 million to be 
disbursed over five years to Nationalist China will bring the annual 
amount of Japanese assistance to that country almost to the level of 
the remaining US economic assistance. Japan has also become a 
major contributor of official foreign aid for the current Malaysian 
five-year development program through the extension of a $50 
million credit in late November 1966. Conclusion of an agreement 
on a similar $60 million credit to Thailand, which is still under 
discussion, would greatly enhance the Japanese role in that nation's 
development activities. 

1. Official Aid Activities 

The quality or yield of official Japanese assistance in the 
countries of Tree Asia is difficult to describe in other than general 
terms* Japan, like other donor countries, has encountered diffi- 
culties in administering project aid. A recurrent theme in criticisms 
of Japanese aid has been the failure to consider the requirements of 
the recipient. There are reasons to suspect that this criticism, 
although valid, may lose some of its applicability as the reparations 
payments draw to a close- The Japanese have felt that reparations 
payments should be completed as expeditiously as possible, and the 
nature and mechanics of these transactions are not conducive to 
strong Japanese suggestions on end use. Officials of the Philippine 
government have done some soul-searching in recent times, and a 
representative judgment is that only about 60 percent of the rep- 
arations disbursed in that country were effectively used for national 
economic development. Both ex-President Macapagal and President 
Marcos have expressed concern over waste by Philippine recipients 



• The remaining reparations commitments to Indonesia are not as 
Urge or accessible as the $300 million or more as yet undisbursed 
to the Philippines. Of S42- 9 million still due Indonesia as of 
December 1966, 539.7 million secures loans upon which Indonesia 
will probably be unable to make further payments. 
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of this aid and have urged that more productive use should be made 
o£ this important source of foreign capital.* 

More effective coordination of Japanese aid activities with national 
development programs of the recipients might be achieved through 
increased involvement in aid consortia. The Japanese have been regarded 
as cooperative participants in the consortia for India and Pakistan. To 
avert the disorder that might attend a loosely administered normal- 
ization program in Korea, the United States sought to have Japan partic- 
ipate in a Consultative Croup for that country, and the Japanese joined 
the group for Us first formal meeting in December 1966, The activities 
of consortia provide the Japanese Ministry of Foreign Affairs with 
justification in arguing to the Ministry of Finance that Japan is being 
asked to give its "fair share' 1 in assistance to the recipients. Thus 
far. however, this has done little to overcome the necessity that the 
Foreign Ministry justify aid programs on the basis of potential trade 
gains. 

Official Japanese reparations and aid have been disbursed for a 
wide variety of end purposes, as can be seen in Table 3 (which shows 
some of the forms of official Japanese aid to Free Asia). Principal 
projects have included major public works (such as power plants, an 
irrigation scheme, bridges, and water aupply systems see Figure 3 
and contributions to industrial development through the construction 
of numerous plants in both light and heavy industries throughout the 
region. Within the recipient countries, these projects frequently 
have been notable for either scale or type. Thus the Balu Chaung 
hydroelectric plant in Burma and the Da Nhim hydroelectric plant 
in Sou:h Vietnam***™ the largest such installations and the principal 
elements of installed capacity in these countries. The Brantus River 
development project in Indonesia has been racked with difficulties 
ar.d. at beet, can only be completed well past the target date of 1969- 
This project, which was to include the nation's second or third largest 
hydroelectric installation, was intended to supply the power necessary 
;o regional industrial development in eastern Java and major irrigation 
and flood control facilities for the nation's leading agricultural area. 



* To secure more effective use of these funds, Marcos has urged 
legislation to channel all remaining reparations to the public sector. 

This installation has not been in full use since May 1965 as a 
result of Viet Cong sabotage to the power lines. 
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JAPAN: S£l_£CT£0 AIO PROJECTS »N FREE AS t A 




BURMA; EXTERIOR VIEW OF THE OUR MA; INTERIOR VIEW OF THE OALU CM AUNG 

•ALU CHAUNC ROWER STATION POWERHOUSE 




INDONESIA; MUSI RIVEP BRIDGE 
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In India the projects in which Japan has participated under the "special 
yen" credits have included the construction of two particularly large 
fertilizer plants and the nation's leading plant for making alloy and 
special steels, A 150, 000-ton steel ingot plant that is, in essence, 
Pakistan's modern steel industry is also a Japanese-aided project.* 
Two of the eight operating cement plants in the Philippines, accounting 
for over 20 percent of annual production, were equipped under the 
reparations program, and a third plant had noc yet received all of 
its reparations -financed equipment in late July 1966, 

Xonproject assistance by the Japanese government to the less 
developed countries has also been extensive and has taken the forms 
of both capital equipment and consumer goods. The reparations 
agreements covered such aid, and subsequent grants have also 
provided for various types of nonproject uses. Those suppliers 1 
credits and government-to-government credits of the Export-Import 
Bark that until recently comprised Japan's only loan assistance 
program to the less developed countries were frequently nonproject 
aid. Although future ''special yen" credits to India and Pakistan and 
loans under the normalization agreement with South Korea probably 
will be oriented primarily to specific development projects, nonproject 
assistance will continue to be an important element of the capital flow 
from Japan to the other Free Asian countries. Attempts to draw a 
sharp line between project and nonproject aid or to assign aggregate 
values to either category may cause unnecessary confusion. In the 
case of Japan, the major role played by transportation equipment and 
industrial machinery in nonproject aid increases this risk. Thus it 
is somewhat arbitrary to describe the supply of 15 large oceangoing 
freighter* and 3 sjnaller tnterisland ships to the Philippines as 
"nonproject" aid when it might as easily be regarded as a major 
component of an infrastructure "project" for the Philippine fleet, 
(see Figure 3). A similar problem would arise in connection with 
the iirst normalization loan by the OECF to Korea, which provided 
511 million for purchases of rolling stock. As the Japanese aid program 
moves out of the era o( reparations. Japan (both as a bilateral donor 
and a member of consortia) will become increasingly concerned with 
coordinating its nonproject aid with national development goals abroad. 
Foreign pressures on the Japanese government to restrict supplies of 



o Opened on 1 February 1967, this plant will be increased to a 
capacity oi 250,000 metric tons over the next few years. (Ton- 
nages are given in metric tons-) 

- 32 - 



CONFUmSTlAL 



<.<)\i uar\ i ia i. 



FIGURE 3 

japa* : "now project" aio to the Philippines 




consumer goods in favor of nonproject aid in the forms of industrial 
and transportation machinery and agricultural equipment Will tend to 
increase. At the same time, the numerous difficulties encountered 
by the Japanese textile industry in the United States and other markets 
will mean a continuing effort on the part of that industry to sustain 
sales through participation in official aid programs, and it is likely 
that the Japanese government will continue to offer textiles in such 
emergency credit assistance as that extended to Ceylon and Indonesia 
:n 1965 and 1966. 

Extensive technical assistance has also been provided by Japan 
to the developing countries of Free Asia, The most important element 
of the Japanese technical assistance "program"* is the training of 
students and technicians in Japan (sec Figure 4). Country totals for 
this activity, shown in Table 4. reflect trainees both under programs 
for which Japan bore full expenses and under those for which it bore 
only part of the costs. *• 



* For a description of the forms that Japan's technical assistance 
takes, see p. 14, above. 

The latter category includes the US-Japan Joint Third Country 
Training Program, under which some 2, 200 personnel were trained 
before it phased out beginning in 1964, and the various United 
Nations programs. 
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CftpKi: Academic and Technical Trailing of Free Aslant 

Total for 155--66 fi/ 





"uncer of Trainees 


Country 


:c "- gr °- Trainees 




1,055 


Pakistan 


332 


T-siUeJ 


965 


Caabodia 


223 


:.-.i:r.«ii 


926 


Ceylon 


220 


:.-.iia 


6*1 


Vietnam 


207 




5-2 


Other Free Asian 


520 b/ 




398 


All other 


1,U66 b/ 






Total World 


7,500 b_/ 



*■ Z?.-z as :f -cesser i960. 
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Although it may be useful to distinguish between the categories 
of "academic students" and "technical trainees" for some purposes, 
the thrust of the Japanese training effort can beat be visualized as an 
effort to provide advanced or specialized training to both experienced 
nondegree and degree students or trainees. On the basis of fragmen- 
tary data, it appears that about 25 to 30 percent of the technical and 
academic trainees from Free Asia probably have received instruction 
in agriculture and fishing, with distinctly smaller shares being trained 
for a variety of other fields. As can be seen from Table 5. which 
shows the number of Free Asian students and trainees in Japan in 1965, 
agriculture currently places second to engineering among academic 
disciplines and second to the field of public utilities in technical 
training. 

Table 5 

Fields or Instruction of Free Asian Ac ad en ic Students 
and ~*ea=ical Trainees in Japan 

1965 



2r.gineering 

Agriculture 

festal sciences 
;^t^ral scior.ces 
Ct-.tr 



of Students 
55 



Power, transport, and 
itions 



Agriculture 



handicrafts 
Public »dainlstretion 
Ith services 



Nun'ser of 
Technics! Trainees 

171 



163 
159 

•5 

112 



In addition to training programs at home, Japan sponsors 
considerable technical assistance abroad (see Figure 5). Since 
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figure 5 

japan: overseas technical. assistance to free asian countries 




INSTRUCTION ON THt OPtRATlQN OF A FlSH DCTECTO* IN THE PHILIPPINES 




INSTRUCTION ON THt OPERATION Or A TMRCSMINO MACHINE AT THE AGRICUL- 
TURAL TRAINING CCNTCR IN PAKISTAK 
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1954 the Japanese government has dispatched over 600 experts to Free 
Asian countries.* In 1965 the 425 experts and technicians in Free Asia 
being financed by the Japanese government were distributed by fields as 
follows: 



Field 



Experts and 



Agriculture 



handicrafts 



116 
105 

85 
55 



Field 



Education 
Health 

Other services 



Experts and 
Technicians 

33 
30 



Japan also has helped a number of Free Asian countries establish training 
centers. These have included eight agricultural demonstration farms in 
India, agricultural training centers in Cambodia and Pakistan, a fisheries 
center in Ceylon, a marine -products center in India, small-scale Industry 
centers in Afghanistan and India, telecommunications centers in Pakistan 
and Thailand, medical centers in Cambodia and Thailand, and a road con- 
struction center in Thailand. Related to this form of assistance are cur* 
rent plans of the Ministry of International Trade and Industry to assist in 
thi construction and operation of model industrial plants abroad. Proposals 
for FY 1967 include a rice-bran oil plant for Cambodia and an agricultural 
implements plant for Laos. Finally, Japanese technical assistance has 
Included many preinvestment and feasibility studies on mineral resources, 
infrastructure projects, and industrial development. 

2. Private Investment Activities 



Consideration of the role of Japan's private sector in the national 
development activities of Free Asian countries is hampered by inadequate 
data and the fragmentary nature of reports on specific transactions. Data 



* Although pertinent figures are extremely sparse and outdated, it is 
possible that the private sector has sent five times as many technicians 
to Free Asia in connection with exports of machinery and equipment and 
private investment in the region. 
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recently published by the Ministry of Finance show the following percentage 
distribution by productive activities of a total Japanese investment flow of 
5177.8 million to Free Asia from FY 1951 through FY 1965: 



Productive Activities Percent 

Agriculture, forestry, 5 
and fisheries 

Mining Uh 

Food processing 11 

Textiles U 



Productive Activities 
Steel and other Detals 

General machinery 
Electrical machinery 
Other 
Total 



3 
16 

100 



The Japanese apparently have been unable or reluctant to publish compila- 
tions showing the related information on the stock of their investment by 
projects or countries. Some sense of the kinds of projects in which the 
Japanese have participated can be derived from the list (which is less than 
exhaustive) of lines of postwar investment in Figure 6. Data on the stock 
of Investment by countries for I960 have been extracted for Table 6 from 
one of the relatively rare Japanese releases of information on this topic. 
Read in conjunction with Table 7, • which shows the net flow of Japanese 
direct investment to Free Asia for 1963-65. these data provide a number 
of reliable general impressions. 



* Note that the data are in no way additive because of the gap from I960 
through 1962. Some flow daia are available for this period but, because 
o: various inadequacies, are not shown here. 



- 38 - 



CONF 



"ML 



CONSmENTIAL 



< 
< 



5 

= 
ft 

M 

a 



0 
I 



! 

2 3 



¥ < 



i 



I 
5 

I 
i 

2 

hi 

I 

i 
3 



1 

3 



If U 

3 5 

II 

M 



!« 

a 



3 



I 

1 



U 

3 

2 



E 

E 

i 

! 



El 



e ill 



3 



z 
o 

i 

< 

i 

y 

i 

1 

P 

w 

I 

I 

c 
y 

$ 

•I 
y 
x 



I 



o 

5 



< 

□ 
Z 



I 



1 

5 

IS 



< 
Z 



- 39 - 



CON. 




COSStljmSTLAL 



Table 6 

Stock of Japanese Private Direct Investment in Free Asia 

as of March i960 



Thousand 15 S 



fhilippines 


8,282 


India ( including a/ 


6,314 


Malaysia (including SlnsaDor*) 




Thailand 


3,021 


Indonesia 


1,712 


Nationalist Chi.-uTb/ 


1,1*12 


Pakistan 


635 


Hong Kong 


209 


Other 


3,080 


Total Tree Asia 


30.602 


Total overseas investnent 


185,801 



T. Go* accounted for |4.1 ciUion of this total. 

b. In early I967 the nationalist Chinese Minister of Economic Affairs stated that 
Japanese investnent In Nationalist China over the last 12 years (1955-66) had 
t:taltd Sll ainicn. 



Table 7 

.Vet Flow of Japanese Private Direct Invtstctnt to Free Asia a/ 

Total for 1963-6? 

Thousand US 4 



Sector Total Value 

of 

— unrg Oth" r Investnent Flov 

Suiltad 27,995 504 2,562 31.161 

:r.S;r.33ia 0 16,973 0 16,973 b/ 

y.Caysia (laslOdiag Singapore) 8,928 -127 973 9,77** 

Kmc Saei U.805 20 1,302 6,127 

S»ionaLi*t c:-.t.-.a 3,9^0 -19 102 i*,023 c/ 

Ir.iis 1,362 -122 2l»l 1,501 

Piy.littn 187 0 1,179 1,366 

FbiUppinM 0 1.1U8 75 1,223 

Cti-.er 3A8 197 2^ 569 



3— 



^7 .585 18. 57^ 6.558 72,717 



s~ I.-.cLuiir.s reinvested earnings for 1965 only- 

5. ;r vhi-r. 39-3 million m invested in petroleua develapaent. 

c. £-9 the second footnote in Table 6. 
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Thailand (and especially its manufacturing sector) is clearly the 
major beneficiary of Japanese private investment, with the surge in 
Japanese activities in this country beginning after I960. Both before 
and since I960, there has been significant Japanese investment in 
Malaysia and Singapore,* The data also reflect considerable Japanese 
investment in Indonesia, which indicates that the production-sharing 
approach to investment is sufficiently attractive in that case to 
counterbalance myriad problems of political and economic instability, 
India, where private initiatives have been stymied by extensive 
government controls and participation in industry, has received 
little Japanese private investment; and this point becomes even more 
apparent when some $4. 1 million of investment in Goa, then a 
Portuguese colony, is deducted from the I960 data.** Finally, the 
two tables point up a decline in the share of the Philippines in Japanese 
private investment that results from two unrelated factors. First, 
Japanese investment in the minerals sector and in forestry took the 
form of production sharing, and initial outflows of capital from Japan 
were later offset by inflows of resources from the Philippines that 
thereby r«p resented Japanese disinvestment. Second, Japanese 
Investment in any joint ventures has been held up by the reluctance 
of the Philippine Congress to ratify the Treaty of Amity, Commerce 
and Navigation signed in December I960 snd ratified shortly there- 
after by the Japanese Diet. 

C. The Japanese Role in Retional Development Activities 

During the 19S0's, Japan slowly reestablished its presence as a 
significant participant in the economic affairs of Free Asia. Increasing 
bilateral aid, trade, and private investment were important factors in 
this recovery. Somewhat greater difficulty was experienced by the 
Japanese in trying to find their place in regional efforts to develop the 
nations of Free Asia. This difficulty resulted from the lack of a sense 
o: community or common purpose among the other Free Asian nations, 



* Over five years ending in mid- 1966, Japanese investment in joint 
industrial ventures in Singapore reportedly amounted to $23. 5 million 
(which was distributed among 19 companies), and 518, 3 million more was 
expected to be invested by 1968. Japanese investment in Malaysia, 
including a few overseas branches of Japanese firms, was more 
reliably assessed by October 1966 at $10. 1 million spread among 27 
enterprises. 

In January 1966 a Japanese newspaper reported the stock of Jap- 
anese investment in India to be 58-4 million, spread over some 200 
different industrial ventures. All but some 25 of these ventures took 
the form of technical collaboration (or licensing). 

- 41 - 



CONgWENTIAL 





and the reluctance of the Japanese to be accused of seeking a new version 
of the Greater East Asia Co-Prosperity Sphere. 



can be traced back to its acceptance as a full member of the Economic 
Commission for Asia and the Far East (ECAFE) in April 1953 or of the 
Colombo Plan in October 1954, (see Figure 1), but the real thrust of 
Japanese efforts to play a positive role in regional development 
activities came in 1957 with the M Asian-centered diplomacy 0 of Prime 
Minister Kishi. Klsht toured the countries of Free Asia in 1957 and 
carried the messages of Japan's peaceful interest in Asian economic 
development and the necessity for closer regional cooperation. The 
Kishi government concluded reparations agreements with Indonesia 
and Vietnam, liberalized the credit functions of the Export-Import 
3ank r initiated the "special ycn M credits to India, and took measures 
to stimulate private investment in less developed countries. It also 
offered a few cogent proposals for regional development. One of the 
most interesting of these was the suggestion that the advanced nations, 
particularly the United States and Japan, should contribute capital for 
a Southeast Asia Development Fund from which Free Asian nations 
might borrow. Among a variety of other Japanese assistance efforts 
La Free Asia under the Kishi government, the dispatch in 1959 of three 
Japanese missions to survey the Mekong River stands out as one of the 
*ari;*r activities of the Mekong Commission* and one of the first 
tangible Japanese contributions to what can legitimately be called a 
regional project. 

There was no real diminution in Japanese economic activities 
sr. Free Asia under the Iked* government, which came to power in 
rr.:d-:?60- This new administration, however. was not as convinced 
a:' :ht ultimate primacy of Tree Asia in Japanese trade opportunities 
and was more concerned with problems of domestic economic growth. 
Nevertheless. Japan took an increasingly active part in meetings of 
the iCAFE under the Ike da government. ' 

An Important element in Japan's confident emergence in recent 
::-.ea as the economic leader of Tree Asia is the growing national 
cognizance o: advanced industrial status. With Japanese income 



- The Mekong Commission came into being in 1957. 
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per capita less than that of Italy or Venezuela and frequent uncertainty 
among Western economists as to whether Japan should be called a 
developed nation, many Japanese only began to appreciate the nation's 

new economic scatus with its attainment of regular membership in the 
OECD and its elevation to Article Vin status* in the IMF in April 1964. 
Reinforcing the sense of coming of age in 1964 were repeated foreign 
comments on the remarkable progress of reconstruction and industrial 
growth in Japan and the country's successful job in hosting the Olympics. 
Stimulated by the plea of the UNCTAD for donors to increase aid as a 

share of national income to 1 percent, the Japanese were reviewing their 
own aid programs when President Johnson made his 7 April 1965 speech 
calling for Asian initiatives to effectively employ $1 billion in regional 
economic development in Southeast Asia. For many Japanese (especially 
those in the Foreign Ministry), the President's speech was the long-awaited 
opening for positive Japanese leadership in regional affairs and an oppor- 
tunity to cooperate more directly with the United States in the development 
of Free Asia. 

Since early 1965 the Sato administration has shown considerable 
interest in increasing Japan's role in regional economic projects as part 
Of the effort to expand its development assistance. One of the most 

impressive aspects of this new interest is the fact that Japan's subscrip- 
tion of $200 million to the capital of the Asian Development Bank (ADB), ** 
an organization conceived by the ECAFE. was as large as that of the United 

States, Indeed* the Japanese have even informally suggested to the United 
States the multilateral creation of a special fund for regional agricultural 
development to be administered by the ADB. As originally proposed In 
July 1963 by Takeo Mlkl, Minister of International Trade and Industry, 
this agricultural fund was to amount to some 5200 million outside of the 
S 1 billion of basic ADB capital and was to be used to advance low- interest 
loan* for individual agricultural projects and community development. At varlou 



* Article VUI of the Fund Agreement of the International Monetary 
Fund (IMF) requires the country concerned to refrain from imposing 
restrictions on current payments and transfers of foreign exchange with- 
out prior approval. Attainment of this status by Japan signified a greater 
responsibility for the operation of the international monetary system. 
*a The Asian Development Bank, which opened formally on 19 December 
L966 in Manila, has a total capital of Si bUUon subscribed by the nations 
of Free Asia and the advanced countries. Half of this amount is to be paid 
into the bank over a period of five years. In late September 1966. Japan 
made its first annual payment of $20 million. 
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points in the discussion o£ the Miiti plan, the Japanese Foreign Ministry 
has spoken in terms of Japan subscribing $100 million to Such a fund. 
This concept is now under intensive study by the Japanese government, 
and there is a good chance that a modified version of the Miki plan will 
be made public in 1967. 

Japan's initiatives in the Mekong Committee also represent increased 
participation in ECAFE-sponsored programs for regional development. 
In March 1966, Japan agreed to provide a grant of $4 million to help meet 
a total cost of 522. 8 million for the Nam Ngum hydroelectric project on 
a Mekong tributary in Laos. More recently, the Japanese Foreign Min- 
istry, with unofficial encouragement from the United States, has taken 
the lead in trying to organize financial support for construction of a 
multipurpose dam under the Mekong Committee on the Prek Thnot 
Rive- in Cambodia. In January 1967 the Japanese government notified 
the Mekong Committee that it was prepared to provide up to $11 million, 
of which 55 million would be in grants, toward the cost of the dam if 
:he other donor countries could come up with the remaining 51 1 million. 



Ci potentially greater importance to Free Asian development than 
Japar.'s participation in the projects of multilateral agencies is its new- 
found confidence in openly assuming the leader's role in attacking regional 
economic problems. The clearest (and, indeed, the first) manifestation 
o: th'.j new confidence was the Southeast Asian Ministerial Conference 
on regional economic development convened by Japan in Tokyo in early 
April 1966 (sec Figure 7). This two -day conference was attended by 

*tou«e t 




JAPAN- PRIME MINISTER SATO AQDBESSIf-C THE SOUTH- 
EAST ASIAN MINISTERIAL CONFERENCE IN TOKYO IN 
APRJL. 19SS 
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economic ministers from Japan, the Philippines, Malaysia., Singapore, 
Laos, South Vietnam, and Thailand and observers from Indonesia and 
Cambodia, and covered such basic issues as capital formation, techno- 
logical development, access to export markets, agricultural develop- 
ment, industrialization, and improvement of public works and services. 
Although such a brief gathering could only scratch the surface of prob- 
lems in these areas, the Tokyo Ministerial Conference had a number of 
merits beyond its contribution to Japan's growing international confi- 
dence. First, it did provide a purely Asian setting in which represent* 
atives of Southeast Asian countries with divergent political attitudes 
could discuss their problems. More importantly, it dramatized to the 
Japanese people and to elements of the Japanese bureaucracy not 
usually concerned with foreign relations the new responsibility for 
regional economic leadership incumbent upon Japan as an advanced 
industrial nation. The conference also thrust upon the more con- 
servative and parochial Japanese ministries the new role of seeking 
areas in which they could assist in regional development, and this 
challenge was enthusiastically met by proposals for a variety of 
regional cooperation schemes. Finally, the Tokyo Conference 
initiated a new round of Japanese offers of credit assistance, with 
S60 million proposed for Thailand, $50 million for Malaysia, and 
57 million for Cambodia. 

In addition to giving rise to plans for a similar meeting in Manila 
in 1967, the Tokyo Ministerial Conference in April provided for 
another conference in Tokyo in November 1966. Rescheduled for 
6-7 December 1966, this second Tokyo conference was to be 
concerned exclusively with Southeast Asian agricultural development. 
The December meeting was attended by approximately the same group 
of countries that went to the April ministerial conference* and by 
observers from various international organizations. This meeting 
strongly endorsed the idea of a regional agricultural development 
fund, thereby clearing the way for more active Japanese involvement 
in this field. It also called for feasibility studies for fishery training 
and research centers in Southeast Asia. By early 1967 the Japanese 
government was well under way with plans to establish four such 
centers, beginning with one in Bangkok to be in operation in 1967. 



* The April meeting represented no small diplomatic triumph in 
securing Indonesian and Cambodian attendance in observer status. 
In December, Indonesia and Cambodia sent regular delegations. 
Heroic Japanese efforts to secure Burmese participation in 
December were unsuccessful. 
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HI. JAPANESE TRADE WITH FREE ASIA 

A. Magnitude and Growth 

Japan's exports to Free Asia in 1965 were valued at about $2, 2 
billion and Imports at $1.4 billion (see Table 8), Comparable US trade 
with the region was $2. 7 billion in exports and SI- 7 billion in imports. 
The region's growing trade deficit with Japan in recent years has in part 
reflected and been facilitated by the increased flow of long-term capital 
from Japan. On the average, about a third of the trade deficits between 
I960 and 1965 were covered by the flow of Japanese long-term capital, 
and most of the rest was financed by the less developed countries out of 
credits received from multilateral agencies and hard currency earnings 
on other markets. 

Japanese trade with Free Asia grew rapidly between I960 and 1965, 
when exports to this area increased almost 1 1 percent and imports 
9 percent annually. Nevertheless, because the overall expansion of 
Japanese trade was even more rapid.* the Free Asian shares in total 
Japanese trade declined. Thus exports to Free Alia in 1965 represented 
26 percent of Japan's total exports, a significant relative decline from the 
32 percent of Japanese exports that had gone to the region in 1960, 
Similarly, the Free Asian share of Japanese imports declined from over 
20 percent in I960 to about 17 percent in 1965. Both of these trends were 
continuations of secular declines from corresponding shares of 36 percent 
ior exports and 27 percent for imports in 1955. Although some significant 
changes occurred in 1966 in the patterns of trade with some Free Asian 
countries * - primarily because of the cessation of insurance of exports 
to Indonesia, the war in Vietnam, and the beginning of normalisation 
payments to South Korea — the relative shares of Free Asia in Japanese 
exports and imports (27 percent and 17 percent, respectively) 
showed little change from 1965. 

The overall expansion of Japanese trade was spurred on by remarkable 
growth in the already large exports to the United States and other advanced 
countries and by increased imports from countries outside Free Asia. 
Both of these overall growth patterns are likely to persist. A sustained 
increase of exports to advanced countries is likely because Japan is 
continuing to develop its productive capacity and international competitive- 
ness in those sophisticated lines of manufactured consumer goods that are 



• Japan's exports grew at an average annual rate of 15.8 percent from 
1960 through 1965. Over the same period the import growth rate was 
12. 7 percent. 
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most easily marketed in high- income countries. * A continuation of the 
decline in the share of Japanese imports originating in Free Asia is 
equally probable because, first, the rapid pace of expansion of Japanese 
requirements for industrial raw materials significantly exceeds the rate 
of growth of production of most of these commodities in Asia, and second, 
the Japanese government and importers are making every effort, within 
the bounds of sound cost relations, to diversify their sources of raw 
materials. 

As long as the growth of Japan's trade continues to outpace that of 
the less developed countries of Free Asia, it will be possible for the 
share of these countries in the Japanese market to fall while Japan's share 
in the region's market grows. Thus, despite the relative changes described 
above, the share of Free Asian exports going to Japan increased from 10 
percent in 1960 to about 13 percent in 1965. and the Japanese market share 
of Free Asian imports increased correspondingly from 13 percent to almost 
IS percent. These increases are continuations of a longer trend, for In 
the period since 1950, Japan has been the country showing the largest gain 
in market shares Ln the region's trade. 

The growing role of Japan in the trade relations of the other Free 
Asian countries has tended to increase the attention paid by their govern- 
ments to adverse bilateral trade balances with Japan, In recent times, 
Pakistan and Cambodia, among other countries, have expressed consider- 
able anxiety over the size and persistence of their bilateral trade deficits 
with Japan. and # in the latter case, this arutiety has resulted in a require- 
ment that an existing trade agreement be renegotiated every six months. 
Concern for bilateral trade deficits can be expected to Lead to greater 
pressure on Japan to Apply corrective measures such as forms of regional 
preference and assistance in diversification of export commodities of the 
region. 

The patterns of change in Japan's shares of the imports and exports 
of Free Asian countries, which are shown in Table 9, vary significantly 
by country. Notable increases in shares of the market have occurred 



Socr.e TO percent of the value of US imports from Japan are goods 
related to personal consumption expenditures. These include such items 
as metal manufactures, cameras, radios, television sets, motorcycles, 
and sporting goods. 
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with respect to such relatively important regional trading partners as 
the Philippines. * Indonesia, and Thailand. Despite much greater rates 
of growth of global trade for Japan than for India, the Japanese shares 
of the Indian market have declined slightly. Tables 8 and 9 also show 
that, among the major Asian trading partners, trade with Malaysia has 
suffered the greatest relative stagnation, and Japan's shares of that 
country's trade have declined markedly. A recently concluded develop- 
ment credit for $50 million to be disbursed by Japan over five years, 
growing Japanese private investment, and the reopening of reparations 
discussions may provide the necessary stimulants to the Malaysian trade. 

Table 9 

The Japanese Share of the Market In Free Asian Countries 

i960 end i965 



gouatn a/ 



Phi li?; ir.es 
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:v#r vith *tpaa< 

2*;iuit of statistical Inadequacies or ucu-jual trade pattern, 
!ata $z:-*z are for 1961. 

:«a are adjusted to include Portuguese India in i960. 



1 The Philippines provides the one instance in which the data are adequate 
:c separate reparations deliveries from normal commerce. Thus subtracting 
reparations from Philippine imports from Japan in 1960 and 1965 yields an 
;r.crea*e IB the Japanese share of the Philippine import market from 16 to 

20 percent. 
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Japan's trade with Free Asia can still be categorized broadly as 
an exchange of manufacture* for raw materials, but important modi- 



Table 10). Major factors in these changes have been the steady 
growth of heavy industry in Japan and that of light industry in the less 
developed countries of Free Asia. Growth of Japanese heavy industry 
has both facilitated and been supported by a continuing shift from light 
to heavy industrial manufactures in Japan's exports to the region, 
although in recent years the rate of growth of heavy industrial exports 
from Japan to the advanced countries has exceeded that for such exports 
to Free Asia. At the same time, the growth of light Industries and 
increased protection for their products in the less developed countries 
has led to a decline in the share of such traditional Japanese exports 
as textiles in total trade. Japanese imports from Free Asia have also 
been affected by the steady growth of heavy industry at home. To 
sustain rates of expansion of industrial output in Japan that exceed the 
annual increases in supply of raw materials in Free Asia, additional 
sources of primary commodities have been sought throughout the 
world* The dimensions of this problem of divergent growth can be 
partially perceived in Figure 8. 

The data on shares of various commodity categories in Japanese 
trade with Free Asia highlight the rapid growth of exports of capital 
goods to the region. Such growth derives directly from the increased 
demand for these goods in the development programs of Free Asian 
countries, for from i960 through 1964 the Japanese share of the market 
in the region's imports of machinery and transportati on equipment held 
steady at IT to 13 percent. Some significant changes have occurred In 
the mix of these Japanese machinery exports since I960, Taken together, 
electrical and general machinery have moved from a position in which 
they accounted for about half as large a share of exports as textiles in 
1960 to one in which their combined share was greater than that of 
textiles in 1965, The fact that the share of general machinery in trade 
*ith Free Asia has been greater than its share in Japan's total trade 



is indicative of the important role the region plays in providing a 
market for Japan's heavy industrial exports. This is particularly true 



combustion engines, and cargo-handling equipment. The share of 
exports of electrical machinery in Japan s trade with the region has 
lagged somewhat behind the corresponding share in Japan's total trade, 
but Free Asia has accounted for well over half of Japan's exports of 
heavy electrical equipment, such as generators, motors, and transformers. 
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in recent years. Although the relative share of transportation equip- 
ment in Japan's trade with Free Asia declined alightly between I960 and 
1965 and was significantly less than the share of this category in Japan's 
total trade, the region is still the principal market for exports of rail- 
road rolling stock (see Figure 9) and an important recipient of automo- 
bile exports- Rapid growth in exports of rolling stock and motorcycles 
to Free Asia in 1966 suggests some recovery of the share of transpor- 
tation equipment in trade with the region. 

The increased share of metals and metal products in Japan's trade 
with Free Asia also reflects the growth of industry and construction 
activities in the region. By far the largest share of this category is 
made up of basic iron and steel products such as sheets, shapes, bars, 
pipes, and tubes. Rapidly expanding capacity in Japan's steel industry, 
distinctly competitive prices, and a solid international reputation for 
its products suggest that, despite any impact of recent US measures* to 
enforce a stronger "Buy American" policy in procurement of steel 
products for overseas aid activities. Japan's exports of steel products 
to Free Asia will continue to grow at a fast pace. 

Conspicuous growth has also occurred in Japanese exports of 
chemicals eo Free Asia. Japan's market share in the region's imports 
In this category moved from about 15 percent in I960 to about 20 percent 
in 1964. A small but rapidly growing element of the trade with Free 
Asia has been Japanese exports of plastics, which increased from about 
$12, 7 million in I960 to $37. 9 million in 1964 and $49. 8 million in 1963. M 
The greatest part of the trade in chemicals, however, has been accounted 
for by fertilisers. A relatively slow and faltering growth in exports of 
chemical fertilizers to Free Asia from I960 through 1964 gave way to a 
sudden spurt in 1965. and exports to the region for that year were $84,6 
million, Or 52 percent of total Japanese fertilizer exports. Further 
growth in fertilizer exports to Free Asia is likely, as the Japanese govern- 
ment is persuaded by other aid donors to increase commodity assistance 
in its bilateral aid programs. Another factor favoring such growth would 
be the creation of a revolving fund of 525 million for long-term, low-interest 



* The impact of these measures on Japan is indirect. Japanese sheet 
steel galvanized in South Korea and Taiwan for shipment to South Vietnam 
is most directly affected, but a declining market for the galvanized sheet 
in South Vietnam reduces import demand for Japanese iron sheet in South 
Korea and Taiwan. 

The growth of shipments of synthetic plastics, among which polyvinyl- 
chloride resin is a particularly important component, is another reflec- 
tion of the development of light industry in the region. 
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fertilizer loans to Southeast Asian countries that was under consideration 
in the Ministry of International Trade and Industry in mid-1966. 

The most prominent feature of Japan's imports from Free Asia is 
the steady decline of the share of raw materials in total trade from 71.0 
percent in 1960 to 59.5 percent in 1965. This relative decline has been 
accompanied by a proportional drop in the share of mineral fuels over the 

period. A corresponding increase in the share of foodstuffs reflects more 
transitory demand factors, the nature of which is discussed below. 
Japanese imports of raw materials and mineral fuels from Free Asia 
grew at annual rates of 5. 2 and 4. 9 percent, reapectively, while the rates 
for total Japanese imports of these goods were 7. 8 and 17. 0 percent. 
The growth of Japanese imports from Free Asia will depend mainly on 
the regional supply of raw materials for some time to come. Further 
growth in Japanese food imports from the region is not likely to be great, 
and even a rapid rise in demand for imported manufactures, which 
accounted for less than 7 percent of Japanese imports from Free Asia in 
1965. will have little overall effect over the next few years. 

Changes in the Free Asian share of the Japanese market for certain 
important raw materials are shown in Table 11. This table particularly 
highlights the falling shares of Free Asia in Japan's imports of iron ore, 
sawlogi, and crude oil, which together account for about 40 percent of 
the value of Japan'* imports from the region. In the cases of sawlogs in 
the Philippines and iron ore in the Philippines and Malaysia, increased 
domestic consumption is or may soon become a significant factor in 
restricting the amounts of the commodities available for export. 
Generally, however, the problem has been the slow growth of production 
in the region. Increased foreign investment and managerial participation 
in the exporting countries' extractive industries probably will be necessary 
if production of quantities and qualities satisfactory to Japanese importers 
is to be achieved- The alternative may be a greater Japanese emphasis 
on participation in the development of sources of raw materials in 
countries with more liberal investment policies such as Australia, 
Canada, and the United States. These three countries have recently 
assumed more important roles in current and prospective Japanese imports 
of hard minerals, petroleum, and natural gas. A more remote, but still 
plausible, alternative is Japanese investment in Siberia on a production- 
sharing basis. 

That Japan has been able to evolve satisfactory production-sharing 
arrangements with Indonesia in petroleum and timber extraction indicates 
that obstacles imposed by tight government control of the minerals 
industries in less developed countries are not insurmountable for Japanese 
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investors. Unfortunately, however, the domestic political and economic 
turmoil in Indonesia has made this a poor test of performance in output. 
Recent production- sharing agreements between Japanese investors and 
the Indonesian government call for extensive exploration to begin in 1967 
both south and east of Borneo to complement existing Japanese oil 
development activities in northern Sumatra. With the exception of 
Sumatran onshore fields which are currently producing, however, these 
development activities probably will contribute little or nothing to 
Japanese petroleum imports until after 1970 and are not likely to offset 
Che decline in the Free Asian share of the Japanese petroleum market 
significantly until much later than that. 

A clear example of some of the difficulties encountered in expanding 
production of raw materials in Free Asia in response to Japanese import 
requirements is iron ore extraction in India. In this instance, despite 
the challenge raised by large Japanese contracts with Australia for supply 
of pelletised ores, an Indian delegation took the occasion of an ECAFE 
meeting in mid- 1966 to propound an official view that, were lump ore 
.'rom India not purchased by Japan at the same premium prices as 
Australian palletised ore, it would be a definite sign of Japanese indif- 
ference to Indian economic development. This argument completely 
begged the crucial issues of improvement of India's ore extraction and 
processing facilities, changes which might be effected by more liberal 
attitudes toward foreign private investment. 

As impressive as the declining share of raw materials is the growing 
share of foodstuffs in Japan's imports from Free Asia. Comparison of 
Tables 10 and 11 suggests that, particularly since 1961, cereals (which 
accounted for about 20 percent of foodstuffs imported from Free Asia in 
'.0651 have had a prominent role in this growth. In fact, rice imports 
from Free Asia, the United States, and Communist China have Increased 
greatly since 1961. but leveling demand for rice and greater government 
emphasis on research to increase yields will probably reduce import 
demand in the long run. Indeed, a 10-year forecast of Japanese agri- 
culture done in late 1966 projected a 10-percent growth in rice production 
accompanied by a decline in per capita consumption that would leave 
Japan virtually self-sufficient in rice. 

Free Asian exports to Japan of foodstuffs other than rice have 
better prospects. One commodity that has made considerable headway 
■n the Japanese market has been maize, primarily for use as a feed grain. 
Thailand has been a major beneficiary of this expansion, as Japan's maize 
imports from this source have increased from less than 50. 000 tons per 
year prior to 1958 to over 500.000 tons per year since 1964. Prospects 
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for further expansion are generally good as Japanese meat consumption 
steadily increases, but Thailand and other Free Asian exporters will 
have to remain competitive with the United States. 

Particularly strong growth has also been sustained in recent years 
by such tropical products as bananas and canned pineapple, which together 
accounted for 19 percent of the value of foodstuff imports from Free Asia 
in 1965 compared with 10 percent in I960, Tropical fruits will probably 
continue to encounter an expanding market in Japan for years to come. 
Sugar, primarily a tropical product, has performed less impressively in 
Japanese imports from Free Asia. In 1965 this commodity accounted for 
23 percent of the value of foodstuff imports from the region compared 
with 39 percent for 1960. Nevertheless, the annual growth of sugar 
imports came to about 9 percent over the period. Large amounts of 
sugar probably will continue to be imported because domestic production 
meets only about 25 percent of Japan's requirements at present and 
domestic consumption is growing at about 6 percent annually. With this 
expansion of domestic demand. Japan could be an important purchaser of 
Philippine sugar if that country were forced to make its way on the 
relatively depressed international market rather than enjoying premium 
prices in the United State*. 
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IV. PROSPECTS FOR JAPANESE ECONOMIC LEADERSHIP 

IN FREE ASIA 



The explosive growth of industry and the steady rise of the standard 
of living toward European levels have given Japan a legitimate claim to 
the economic leadership of Asia. Only in the last few years, however, 
has Japan begun to assume a significant share of the responsibility for 
active leadership in helping to meet the development problems of Free 
Asia. In no small measure, the hesitation of the past was a result of the 
time required to overcome antipathy toward Japanese imperialism in the 
region during the 1930's and 1940' s. An equally important deterrent to 
more active Japanese concern for Free Asian economic problems was 
the national preoccupation with rehabilitation and closing of the gap 
between Japanese and European stages of economic development. As a 
steadily increasing stream of indicators has attested since about 1964, 
however, Japan has arrived as an advanced industrial nation, and this 
fact is understood by the Sato administration if not by the Japanese people 
as a whole. Although continued Japanese economic growth is itself vital 
to the security and general prosperity of Free Asia, it is also fair to 
question the extent to which the Japanese government is prepared to go in 
providing long-term capital and skills required in the development 
programs of Free Asia. It is only in this last sense that Japanese 
economic leadership in the region can legitimately be judged, for Japan 
has the less constructive option of simply withdrawing into its new role 
as a member of the community of advanced nations. 

A. The Outlook for Increased Japanese Aid 

Two aspects of the current stage of development of Japanese aid 
programs and policies complicate the task of estimating the prospects 
for increased Japanese aid to Free Asia. The first of these is the lack 
of coordination in the administration of aid. The Japanese government 
not only has no real equivalent of the US Agency for International Develop- 
ment (AID), but it is also burdened with radically different aid 
philosophies within its executive branch. Although the ultimate power in 
making decisions on the amounts and terms of aid generally rests with 
the Ministry of Finance, this office rarely articulates its general views 
on aid and, for the most part, restricts itself to conservative statements 
on the wide range of Japanese international obligations and the tightness 
of the Japanese capital market. Given the ministerial conflicts in the 
field of economic assistance, ambitious and visionary statements by the 
Foreign Ministry on how much aid Japan is willing to provide in any 
particular context generally must be discounted- On the other hand, U 
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is equally apparent that some of the reactionary attitudes of the Ministry 
of Finance have not been in tune with the more aggressive policies of 
Prime Minister Sato and the rest of his administration. 

The second complication in estimating Japanese aid is the fact that 
Japan has only recently begun to seek a role in guiding development 
activities in the region- The implications of this fact are that Japan is 
moving out of an era in which obligations for capita! assistance were 
both fairly well defined and assumed under pressure from other countries 
into one in which the initiative for development aid in as yet unspecified 
amounts must come more frequently from the Japanese government itself. 
Symbolically, this is the difference between a reparations program 
negotiated with Burma and more recent Japanese efforts to drum up 
support among lukewarm capital donors for a dam project of the Mekong 
Committee in Cambodia. Although creative Japanese response to the 
development of Free Asia suggests an ultimate requirement for better 
internal coordination of aid policies and programs within the Japanese 
government, the current status of Japan's initiative is that of a considerable 
array of specific suggestions by private and public agencies for particular 
projects. Thus we may know that elements of one ministry support a 
revolving Japanese fund for fertiliser loans and technical assistance in 
agriculture while other elements in the same ministry back an internationally 
subscribed agricultural development fund for Free Asia without knowing 
what, if any. relation the two approaches bear to each other. The 
enthusiasm that Japanese official and private agencies have recently shown 
for conjuring up grandiose Free Asian development schemes* in some 
respects has been an overieaious response both to President Johnson's 
SI billion aid proposal and to the spirit of their own ministerial conferences. 
This positive initiative, however, is bound to be tempered by a traditional 
Japanese realism concerning the absorptive capacities of the less developed 
countries o: Free Asia. 

Within the limits imposed by these problems, some crude estimates 
still seem warranted. First, the Japanese government has publicly 
repeated the goal of 1 percent of national income as an annual target for 



* In addition to some of the less ambitious schemes such as the agri- 
cultural development fund and the fertilizer fund, the Japanese press in 
i?6o reflected discussion of an Asian Seaway (that is, extensive maritime 
rehabilitation) project, a Southeast Asian submarine cable, a substitute 
television satellite network, and a long-range purchasing program for 
imported rice. 
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long -term capital flow to the less developed countries with sufficient 
frequency that it is hard to believe that it will not be approximated at 
least by 1970, Allowing for growth of national income between 1965 
and 1970 at an annual rate of 8 percent, this would mean that Japan's 
official and private development assistance would amount to $1.0 
billion in 1965 prices for 1970. Although the shares of Japanese official 
aid going to Africa and Latin America have grown in recent years and 
private capital flows are likely to continue to be distributed widely, Free 
Asia would probably receive at least as large a share of the long-term 
capital flow as it did for the period from I960 through 1965. * This 
would mean a combined official and private assistance flow of $600 
million or more in 1965 prices to the region in 1970, 

Second, most of such assistance to Free Asia probably will be in 
the form of long-term credits, although, within the private sector, 
export credits will probably be matched by direct investment. The most 
prominent exceptions to this rule would be the official reparations and 
grants already projected or now under discussion for Burma, the 
Philippines, South Korea, Indonesia, the ADB. and other multilateral 
funds. The terms of official bilateral credits would probably be softer 
than the rate of nearly 6 percent that prevailed for almost all such credits 
until quite recently. Within this context, it appears likely that the 
activities of the OECF would expand to facilitate softer loans without 
complicating or jeopardizing the normal commercial loan activities of 
the Export-Import Bank. The predominant credit activities would 
probably be made more flexible with respect to use for commodity (as 
opposed to project) assistance, but use of credit funds would still be tied 
to procurement in Japan. 

Third, Japan probably will concentrate most of its bilateral aid 
activities in Southeast and Cast Asia. This does not rule out a signifi- 
cant continued role within the consortia for India and Pakistan, but it 
does suggest that Japanese official aid and private investment activities 
in the other countries of Free Asia will grow at a faster pace. In 
addition to the principal recipients of major grant assistance identified 
above, official Japanese aid in the form of credits will probably be an 
important source of developmental capital in Thailand, Malaysia, and 
Taiwan in 1970. Private investment will continue to focus on Thailand. 
Indonesia, and Malaysia, and, with modest improvements in the climate 
for Japanese investment, will pick up significantly in the Philippines 



* See II, above. 
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and South Korea. A last point to be considered is that increasing 
Japanese enthusiasm for multilateral aid activities may mean more 
suggestions and programs for special development funds for Southeast 
Asia. 

B. The Future of Japanese Trade with Free Asia 

Over the last 10 years the Japanese have shown increasing aware- 
ness of the relation of expanded economic aid to the long-run growth of 
Japanese exports to Free Asia. The prevailing view among the Japanese 
has been that the stimulative effects of foreign aid to trade consist merely of 
financing exports and helping to introduce Japanese products. Accordingly, 
budget proposals for economic assistance have long been presented to the 
Diet as "trade promotion 11 expenditures. This view is changing, however, 
Japan has now established its competitive strength in heavy industrial 
exports; and overseas investments in manufacturing, such as those shown 
in the list above, * have secured a favored position for Japan in future Free 
Asian imports of a variety of semimanufactures and producers 1 goods. 
Under these circumstances, it has become more apparent that the 
principal limitation on the growth of Japanese exports to Free Asia is 
the prevailing level of income in the region. Although Japan will probably 
continue to enlarge somewhat its market shares in the trade of the region's 
less developed countries, the primary means for further stimulation of 
Japanese exports to Free Asia will have to be an expanding market based 
on sustained economic development. The Japanese are beginning to 
recognize that they are likely to benefit from any aid which stimulates 
the area's economic development. Thus participation in multilateral aid 
to Free Alia is seen increasingly to be in Japan's commercial interests. 

Viewed from the perspective of the less developed countries of Free 
Asia, the crucial trade issue is how to increase Japanese imports from 
the region. As in the past decade, when the Japanese economy grew 
about 10 percent annually, the Japanese market will expand rapidly. Nor 
are Japanese trade restrictions a problem, except for a few agricultural 
products and manufactures. The most important factor limiting Japanese 
imports from Free Asia will continue to be the slow growth of production 
of industrial raw materials in the region. 



• Sec Figure b, p. >9- above. 
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The moat direct means of increasing Free Asian minerals 
production is what the Japanese frequently refer to as the "development 
and import formula." This method is based on such facets as Japanese 
government credits, private investment, and technical assistance for 
the development of a primary product required by Japan. Instances of 
application of one or more of the facets of this approach are maize in 
Thailand, iron ore in India, copper ore in the Philippines, crude oil it. 
Indonesia, and timber in Malaysia and Indonesia, Through the Ministry 
of International Trade and Industry, the Japanese government covers up 
to three-fourths of the expenses of surveys and technical assistance 
related to the development of sources of primary products in the less 
developed countries. 

Perhaps more than anything else, the combination of government 
assistance in initial surveys, government facilities for long-term loans 
to Japanese private investors, and long-range contracts for purchases 
of Free Asian minerals under production - sharing has elicited cries from 
a variety of Western sources that the Japanese are seeking to reconstruct 
the Greater East Asia Co-Prosperity Sphere. This concern appears un- 
warranted, for the Japanese have shown a strong preference for a wide 
distribution of sources of raw materials, and the external features of 
what is characterized as a new form of purposive Japanese imperialism 
can be too readily explained on purely economic grounds. Thus Japanese 
credit assistance to private investors in Free Asian minerals production 
is most plausibly seen as an attempt to overcome problems of high 
domestic interest rates stemming from strong competing demand for 
domestic investment. Similarly, Japanese participation in minerals 
surveys is primarily a reflection of the fact that governments in the 
region have inadequate knowledge of natural resources and, for the most 
part, have done little to overcome this obstacle to foreign investment. 

Two considerations that tend to favor mineral development through 
Japanese overseas investment over similar agricultural development are 
the prospects for continued expansion of the large Japanese demand for 
raw materials for heavy industry and the advantage to the less developed 
countries of dependence on exports, the supply of which is not subject to 
such random shocks as bad weather. On tkm other hand, the extensive 
application of the "development and import" method to agricultural diver- 
sification could have greater direct impact on the standards of living of 
rural population in many areas of Tree Asia. If this diversification were 
directed toward tropical agricultural products having relatively high 
income elasticities of demand in Japan, the prospects for an expanding 
market in Japan would be enhanced. 
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A less satisfactory approach to the problem of expanding Japanese 
imports from Free Asia is that of providing preferences to the lets 
developed countries in this region. Given the Japanese adherence to the 
General Agreement on Tariffs and Trade and other commitments to 
international bodies, this method would depend on subsidies for Japanese 
importers rather than any direct preference scheme. The issue of pref- 
erences to less developed countries is presently under heated discussion 
among advanced countries, but there are at least two reasons why this 
sort of solution to the problem of large trade imbalances with Free Asian 
countries is not likely to be satisfactory. First, unless preferences were 
extended across the board to all less developed countries, the political 
conflicts that such a system would engender would be monumental. In 
the absence of regional preferences, however, there is only limited 
reason to believe that Free Asian primary exports would benefit much. 
Second, although preferential treatment might divert Free Asian exports 



of raw materials to the Japanese market, this diversion would probably 
have only limited impact on the production of such commodities. 
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THE OKIKAVAN ISSUE IN JAPANESE POLITICS 



The gro*rth of irredentist sentiment toward Oki- 
nawa within all Japanese political parties is reflected 
in the Sato government's groping for a responsive but 
responsible policy toward reversion of the US-adminis- 
tered Ryukyu Islands to Japan. Growing national pride 
and mounting resentment that nearly one million ethnic 
Japanese in the Ryukyus have remained under alien con- 
trol for over 20 years account for the rising emphasis 
on this issue. The government recognises the impor- 
tance of tho US bases to Far Eastern security and is 
beginning to study the feasibility of acquiring ad- 
ministrative rights in the islands while preserving 
the viability of US bases. It may try to negotiate 
the problem with the US this year or next in order to 
settle it and keep the subject out of the public de- 
bate over the US-Japan Mutual Security Treaty when 
the treaty is subject to review in 1970. 



Expectations of Reversion 

Tho US, in accord with the 
concept of residual sovereignty, 
has recognised Japan's ultimate 
claims to its prewar prefecture 
of Okinawa. The US maintains 
that the reversion to Japan of 
these islands is contingent on 
the relaxation of tensions in the 
Far East sufficient to make US 
bases unnecessary. As the self* 
confidence, national pride, and 
ambition of the Japanese grow, 
so does their impatience with the 
lack of clear progress toward 
their final goal of reversion. 
Articulate Japanese are asking 
for a schedule of tangiblo prog- 
ress. They consider this only 
consistent with Japan 1 * place in 
the world and with its alliance 
as a partner of the CS. 



The reversion problem has 
drawn noticeably more attention 
since Prime Minister Sato visited 
Okinawa in August 1965. At that 
time, he declared that the post- 
war era would not be over until 
Okinawa was returned to Japan. 
Sato's statement was hailed in 
both Okinawa and in Japan, and he 
Is constantly being reminded of 
it. The use made of the reversion 
issue by all political parties, by 
the press, and on occasion by gov- 
ernment officials anxious to as- 
sert their patriotism, testifies 
to the depth of sentiment on this 
subject. 

For the most part, the Japa- 
nese Government has tried to control 
rising public expectations about 
recovering Okinawa in the near 
future. At the same time politics 
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eminent has a substantial 
both in securing US concurrence 
in a rapidly expanding progran of 
Japanese financial and technical 
aid to the Ryukyus , and in advo- 
cating US moves to grant Ryu- 
kyuans a greater degree of self- 
government. The mainland Japa- 
nese tend to view aid and auton- 
omy as but two aspects of an es~ 
aential effort to reintegrate 
Okinawa with Japan. Of great 

to the Ja- 

mrat'e 

success this year in wii 
proval for displaying the 
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niwan vessels. 
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Many members 
servatlve Liberal 
Party (LOP) , 
credit they 
sions, are 

the time is about over 
porary palliatives which do not 
solve the basic desire to estab- 
lish a firm date for reversion. 
Far more than any of its rivals, 
the LDP recognizes the value Of 
the US bases and is beginning to 
face up to the problems of pre* 
serving then. In the past, the 
LDP rank and file was content to 
accept a gradual increase of 
Japan's role in the Ryukyus, 
hoping that the US requirement 
for the bases would soon end. 
Under growing popular pressure 
for action, however, the ldp is 



beginning to consider possible ar- 
rangestents which would provide for 
Japanese administration of the is- 
lands but allow the US freedom to 
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To date the LDP has not openly 
advocated such a compromise. It 
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er ad- 
the Ryukyus while 
the bases remain, it would be open 
to charges of flouting the *no~war 
clause" of the Japanese consti- 
tution. The LDP is well aware 
that national sentient demands a 
solution to the Okinawan problem. 
Party leaders, however, appear 
hopeful that growing public under- 
standing of Japan's international 
position will resolve the dilemma 
in the context of Japan's defense 
role in the par East. 

All the opposition parties, 
led by the Japan Socialist Party 
f JSP) , the chief opposition force 
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would be excluded, even any under 
the Japanese Self-Defense Forces, 
which the party considers uncon- 
stitutional. The Socialists main- 
tain that the bases invite hostile 
attack on Japan, involve Japan 
in US strategy in Southeast Asia, 
and might drag japan into war un- 
der the security treaty. The 
party has already launched a cam- 
paign to terminate the treaty in 
1970, and regards the reversionist 
movement as the critical lever in 
that campaign. 

Anti-Americanism has been a 
principal theme of the JSP since 
the early postwar years and under- 
lies the party's appeal to Japa- 
nese nationalism on the Okinawan 
issue. The JSP's recent display 
of patriotic wrath over incidents 
of alleged desscratlon of the 
Rising Sun flag in Okinawa il- 
lustrated this 




Along more traditional Marx- 
ist lines, the JSP stresses the 
"colonial* exploitation of Oki- 
nawa by US 'capitalist Imperial- 
ism.* Xt plays up the economic 
and social disparity between 
Japan and Okinawa to prove how 
far the Ryukyuans are lagging be- 
hind the motherland. 

With the exception of the 
Communists, who try to outdo the 
Socialists in attacking the US, 
the small opposition parties make 
little use of anti-Americanism 
on the okinawan issue. The mod- 
erate Democratic Party (DSP) , 
which does not demand the i immedi- 
ate termination of the security 
treaty, is not committed t< 
ditional abolition of OS bases in 




ne 

:uiiy recognir.es the force of 
awakening Japanese nationalism. 
The Seamen *s Union, the chief con- 
stituent of DSP's trade union back- 
ing, fired the opening gun in the 
campaign to allow Okinawan ships 
fly the Rising Sun. This union 
with a rival trade 
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The new Clean Government Party 
(Xooeito), the mouthpiece of the 
Buddhist Soke Gakkai sect, has 
thrived on rising nationalism and 
exploits its reversionist aspects. 
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Party Relations With the 



All of Japan's parties are 
involved in one way or another 
with parties in Okinawa. This 
ensuros that whenever a reversion- 
ist issue arises in one place It 
is quickly reflected in the other- 
Only the LDP, because of its re- 
sponsibility for governing Japan, 
ever uses Its influence with the 
ruling Okinawa Democratic Party 
(OOP) to quiet things down. The 
party is not always successful, 
even though the ODP, like sll Oki- 
nawan groups, looks to Japan for 



Petitions, testimonials, and 
delegations of Okinawan politicians 

by partisan 
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problem advanced by LDP politi- 
cians, the government has so far 
managed to keep its options open. 
Each spring during the past three 
years it has sanctioned private 
or semiofficial visits to the 
US by champions of two sete of 
proposals for partial 
of adminisl 



Under the first of these 
plans, certain special functions, 
such as education and social se- 
curity, would be assigned to 
Japanese administration. This 
approach was presented informally 
in the US by a Japanese mission 
in 1965, was espoused by the di- 
rector-general of the prime min- 
ister's office following a visit 
to Okinawa in 1966, and is cur- 
rently being presented in greater 
detail by a private mission to 
the US led by the head of a new 
advisory committee on Okinawa in 
the prime minister's office. 
This functional "creeping rever- 
sion* formula would create a con- 
dominium in which the piecemeal 
return of administrative righte 
to Japan would progressively di- 
minish the US role. Sato's 
recognition of US oppoeition to 
this approach probably persuaded 
him to throw some cold water on 
it in the course of Ms election 



have also 
shown interest in a geographical 

the 



by region, excluding US . 
the time being. Under a plan ad- 
vanced by a fact-finding mission 
to the US in 1966, outlying is- 
lands would be returned to Japan, 
leaving Okinawa with its 



tration of bases under US admin- 
istration. This particular scheme 
has apparently been abandoned, 
probably because it was feared that 
a partial solution on its lines 
would prejudice the prospects for 
the reversion of the majority 
of the RyuXyuan population, which 
lives on Okinawa. 



To meet such objections and 
to show its responsiveness, the 
government seems to have turned 
recently to a far more comprehen- 
sive geographical approach. In 
February, the vice foreign minis- 
ter bluntly stated in public that 
the only way to recover the Ryu- 
kyus 'fully* was to assure the US 
free use of its bases, 




Ftion 

provoked considerable debate, 
which, h owever, was far freer of 
^■^■P t ''i i <i than would 
been the case even as recently as 
a year ago. This suggests that 
the government may soon decide to 
approach the US to work out some 



cent Buqqestions would 
the bases in US hands but 
the rest of the islands' 
over 70 percent of the total— to 
Japan. Responsible Japanese of- 
ficials have been made aware of 
the intricate involvement of the 
bases in most aspects of Okinawan 
life, but top leaders may have 
concluded that some sort of sep- 
aration of the bases represents 
their only remaining possibility. 
At a high-level masting in mid- 
Karch the Foreign Kinistry 
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sponsors in the homeland, thus 
increasing the pressure upon the 
government to "do socethina" 
about Okinawa. The govermnt 
is often embarrassed by the 
troublesome persistence of the 
visiting islanders and by promi- 
nent government of f i< 
"the Okinawan Gon*til_» 0 
without regard for over-all 
ernaent policies . 

The leftist opposition in 
Japan haa regularly Joined the 
Okinawana in cosntemorat i ng 'Re- 
version Day" on 28 April, the 
anniversary of the signing of the 
peace treaty with the 
left the Ryukyue ui 
trol. Marches are held in Japan 
and Okinawa, and Japanese and 
Okinawans meet at sea on the 27th 
parallel, the northern boundary 
of the US-administered ftyukyu la- 
lands and a symbol of 'divided 
Japan." 



treaty even without formal Diet 
U 1970 




for 



Stimulated by growing 
litlcal and popular 
action, the Sato 
begun to reappraise ite 
reversion, both in preparation 
for debate on Okinawa in the cur- 
rant Diet session and in connec- 
tion with plans for handling the 
security treaty issue in 1970. 
Beginning that year the treaty 
can be terminated on one year's 
notice; otherwise it contim 
in effect. The left has for 



a repeat of the crisis 
ing the treaty's ratification in 
I960, and there is bound to be 
widespread discussion of the 



The political situation in 
the Ryukyus is another factor at 
partly responsible for cur- 
Lnterest in reversion. The 
Ryukyuan legislature has been para- 
lyzed ever since February when nob 
action blocked consideration of 
two long-standing bills to curb 
the political power of the teach- 
ers. The crisis haa caused grave 
concern for the OOP's fate in the 
elections scheduled for November 
1968 when control of both the 
legislature and the executive 
could be lost to strongly rever- 
sion 1st forces. A new and popu- 
lar stance on reversion by the 
LDP could help its sister partv 
in Naha. 

Despite these current pres- 
sures, some LDP reversionists 
seen to be concerned that senti- 
ment for reunion with the hone- 
land say wane among the rising 
generation of Okinawans. A re- 
cent public opinion survey in 
Okinawa indicated that strong re- 
lionist sentiment is largely 

to Okinawans over thirty 
the younqer generation 
jward positions of in- 
fluence in the Ryukyus is the 
least sympathetic to the idea of 
Joining a country it has never 
known. In Japan, some in govern- 
ment—and many outvido— therefore 
ray wish to seize the present 
occasion to formalize a plan for 
reversion before such a 
weakens Japan's chances. 



In the race or a variety of 
proposals for solving the Okinawa 



of a variety of 
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f t p h i H i. 



under direct US administrate 
Japan could avoid responsibility 
JS activities in 




The government probably can- 
not afford to vacillate much 
longer on its approach to the 
reversion issue* It has bought 
peace in the present Diet session 
by acceding to opposition 

If the government 
progress toward reversion, it 
may be able to head off an em- 
barrassing and potentially ex- 
plosive debate on relations with 
the US in general. To this end 
it will probably seek to open ne- 
gotiations with the US later thie 
: § or early 



second aspect of the Sato 
•« *ffiM-tS to 

is to 

the public on Japan's defense 
needs in the nuclear-armed world* 
There are siqns that this educa- 
tional campaign is bearing fruit. 
For the first time since their de- 
feat in world War II the Japanese 
are beginning publicly to consider 
defense problens realistically. 

At the moment, however, this 
aspect of reviving Japanese na- 

to 
I— still 

is weaker than reveraioniat senti- 

it, and it may remain that way. 
At any time, Moreover, an Incident 
on Okinawa wight inflame national- 
ist passions and force the govern- 
ment into direct confrontation 
with the US. 
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Ivan Ivanovich Kovalen*o. Deputy Chairman 
tendahip Society w ho is now v i Biting Japan 

. ^^^B M*y 't^e Amer 

VI of naipnong will no: increase the danger to Soviet •hip*. I 
absolutely positive that the Americana wtU not bomb the Soviet ships 
by error. Therefore, the recent American bombing of Haiphong will 
not became a cause for greater tension between the Soviet Union and the 
United State*. The Soviet Union will not be provoked by such American 
military operation* a* the Haiphong bombings." The Japanese word 
uted fo.' bombings can be translated a* "accidental bombing or error 
in bombing. M 



KovaUnko also 
quick solution to the 
war to continue foi 
that the Soviet Union will 
help is needed. 



•seed hi* belief that there will be no 
War and that the Soviet Union expects the 
p perhaps ten or even twenty. Ho said 
to help the Vietnamese as long as 
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MEMORANDUM FOR: Mr- Bromley Smith 

White House Staff 
The White House 
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SUBJECT: 



Japan's Economic Role in the 
Development of Free Asia 



1. You bet find of interest the attached report 
on Japan's economic role io tho development of Free 
Asia. 

2. Until quite recently, official Japanese aid 
to Free Asia centered on reparations. As these pro- 
grams draw to a close, a coherent Japanese aid policy 



ins to be developed. 

3. In spite of some inhibitions, the declared 
goal of one percent of national income for the annual 
flow of long term capital from Japan to the less 
developed countries probably will be achieved by 1970 
At a rate of growth of 8 percent for national income, 
this would mean a flow in that year of $1 billion in 
1965 prices, and of tbis amount S600 million or more 
might be expected to go to Free Asia. 
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conclusions 

A. Japan is acquiring an increasingly important position in the 
international economic community; its remarkable economic growth 
will soon make it the third most productive nation alter the US and 
the USSR. At the same time, Japan Is becoming progressively more 
assertive in world and regional affairs. The constraints on Japan's 
willingness to seek international political responsibilities are bound to 
diminish further over time, nevertheless its acceptance of such respon- 
sibilities, and its exercise of influence and power in international affairs 
generally, will probably not increase to the degree suggested by its 
powerful economic position within the next 5 to 10 years.' 

B. We believe that japan will continue to identify its basic inter- 
ests with those of the US and the Free World over the next 5 to 10 
years. In particular, it will probably devote important diplomatic 
efforts to cementing friendly relationships with its leading trading 
partners — the US. Canada, and Australia. These economic ties and an 
increasing similarity of political goals have aroused Japanese interest 
in the development of an informal grouping of advanced Pacific nations. 

C. Japan will continue to rely primarily on the US for its strategic 
security. In relations with the US. Okinawa is likely to continue as a 
troublesome problem, but we foresee no effective opposition in Japan 
to the continued application of the US-Japan Security Treaty past 1970. 
During the next Eve years. Japan will probably not decide to develop 
nuclear weapons but it will keep the option open. It will also improve 
its conventional military capabilities, particularly it* air and sea de- 
fense forces. 

TV IWtor o* Lhlbfrn. -oJ Dq-ftmal St*. Wl« <'ff nomtBF FEtEAS! 

A g^v.-uul^.-^ *t pro^U. ol Che poll.*-! ml e fr,™ gfafafnt 



I). Japan will prolwbly avoid direct military involvement in efforts 
to "contain" communism; in certain circumstances, however, the Japa- 
nese might be willing to accept a limited measure of responsibility for 
the defense of lines of communication in the Northeast Asian area. 

E. Japan sees Communist China as a long-range competitor for 
influence in East Asia, but the Japanese will continue to avoid un- 
necessary provocation of Peking while working, mainly through eco- 
nomic means, to limit its influence. In the Japanese view, security 
in Asia can best be insured by the development in Peking of a less mili- 
tant and more realistic view of the outside world; Japan will attempt 
to foster anv such tendencies in China, taking care not to impair its 
own relationship with the US. 

F. Japan will seek to expand its influence in South Korea and 
Taiwan, and in Southeast Asia, but its interests in the latter region are 
less compelling, Japan is reluctant to become deeply involved in the 
region's political turbulence, considers that security there is primarily 
the responsibility of the US. and is aware that Southeast Asia trade is 
not critically important to Japan's economy. Japan's most likely 
course for the next few years will be to continue its present emphasis on 
economic assistance; its rule in the political field will probably grow 
but it will .till move carefully, applying its influence in support of 
Stability and regional cooperation. 



DISCUSSION 



I. INTRODUCTION 



L The basic direction of Japans foreign pohcj is unlikely to change over 
the next 5 to 10 years: Japan will continue to rely on the US for military Se- 
curity and to identify its basic interests with those of the US and the Free 
World In general This policy is rooted in Japan's self-interest a* seen by its 
ruling conservative leaders and by most moderate political elements, and is 
a substantial majority of the population. Within this 




r 



It, however, Japan is likely to become progressively more assertive 
and regional affairs, to take more initiatives in developing and protect- 
and to be less restrained than formerly by pacifist and 
by World War II. 

1 This outlook is already evident in the conduct of Japan's external rela- 
tions. It is partly a result of the passage of time since the war and the rebirth 
of pride in being Japanese Of equal importance, perhaps, is Japans increas- 
ingly eminent position in the world economic community.* This has led Japa- 
nese leaders to assume growing international respond hiliUe* in matters of trade 
liberalization, moootarv affairs, and assistance to less developed countries* It 
ha* prosidcd tbon wuh unportMl linage In tt» coined o/ aSatn with l«g«-r 
\ Inevitably, it will lead them toward a greater concern with political 
in area* o( major interest to Japan. 



3. The Japanese Government i\ opposed to the spread of Communist influence 
in Asia. As a matter of general policy, however, Japan is likely to avoid lieavy 
involvement in efforts having as their declared purpose the containment ol com* 
tnunism. Many Japanese. Including some conservative leaders, do not see a 
direct Communist military threat to Japan at this time. With regard to the 
L'SSIi. there is suspicion of its ulttmalc ambition in Northeast Asia but the Japa- 
nete, sure of the L'S umbrella, are relatively confident that the Soviets will not 
resort to force to achieve their objectives- It is generally believed in Japan that 
Soviet leaders will maintain I heir friendly pose in hopes of weaning Japan from 
the US alliance and preventing a closer Japanese relationship with Peking, as 
well as to keep open the possibility ot developing an expanded Soviet-Jopanew 
ixonomic relationship 



4. Concern about Communist China has been growing recently, but few Japa- 
eipect a Chinese military attack on Japan. TW is some appre- 



'In terms of purdujinjc powvr of ptM ru banal product {GNP) # Jarwn now ranks abovi- 
Frsrkv ami the VX sod t% on oV %eree of overtaksoj: We*t Cerrony to become the world * 
thfed meat product*! mqM <af«* «V US sad USSR J, la *oW of international trade, 
ii wJl nirpa* Onada sml Fn»e »J «^ Mi fourth atam m the esrty 1970-* (after the 
US. West Gern>cuw\ aod the DC), t* the nrtv 1980V the people of J*j*r> grt WftflftH BEUAIt 
IKlng Uifl*Urdi comparable to those idjhc snoro advanced Western L i ^ffVWfTtH 



headon over the potentialities of China's missive armies, but little respect for 
its air or sea arms. Chinas recent progress in the development of nuclear weap- 
ons and delivery systems is causing concern among some informed Japanese, and 
the radicalism of the Chinese cultural revolution has bad a disillusioning effect 
on Japanese generally. To the extent that there b concern in Japan over the 
Chinese mihtary threat in the near term, K is now chiefly in terms of the possi- 
bility of war between China and the US in which Japan, with its US bases, might 
somehow become involved. This accounts in Urge part for the sensitivity of 
the Japanese to US military actions in Southeast Asia or else* here which might 
conceivably provoke Peking to fight. There b also growing conc^^t^once 

5. There are other important reasons for continued reluctance in Japan to 
participate in mihtary containment efforts In East Alia and elsewhere in the 
world. Japanese leaden are extremely sensitive over the health of an economy 
so dependent ou foreign trade, and they are unlikely to pursue courses of action 
which might jeopardize profitable markets and critical sources of supply. More- 
over, the Japanese people in general do not yet share their leaders* interest in 
assuming responsibilities overseas. There are still psychological restraints on 
political activity In Southeast Asia resulting from the war, but more important 

eras wilh domestic needs. Despite japan's 

are still below those 




is well aware of this, Tbo discrepancy it 
tor of the economy; roads, housing ami 



tin the past decade make 
for inertia and a reluctance to entertain very significant shifts of resources to 
detenu.* or foreign aid. 

II. THE ESTIMATE 
A, General 

fi. In the following estimate, we start from the judgment that Japanese foreign 
policies will evolve in the context of continued conservative political predomi- 
nance in a generally favorable economic enviionment, with high iate« of eco- 
nomic growth likelv through the early 1970s. We believe, in short, (hot the 
-mainstream - factions of the Ubera^Dernocranc Party will maintain their position 
of dominance lor at least the next several yean. After that, even if they should 
lose their commanding majority, power would probably pass to a modem 
coalition rather than to a Marxian Socialist goverrment bent on drastic 
in domestic and foreign policy. 



7. There are, of course, manv external variables which could significantly 

ong protcctujnjst trenos in is trace police , wonuwiuc constrict juii. uMftaaa 
brought on, 10. sample, by * general economic depression; rigmiiJuT' 



3* 




in Coenmunist China's attitude toward its neighbors, or increased bel* 
on the part of the Soviet Union in the Far East, The implications of 



B, National Security and the US 

8, Despite the absence at any feeling of an imminent direct threat to their 
security, the leaders of Japan— as they contemplate the Communist giant* on the 

T Asian mainland — are sensible of the need for a powerful military protector. 

They prefer to sec the US take this role. They also see the military alliance 

^ as an essential component in the complex of bilateral arrangements — political and 

economic — which has* proven advantageous for almost two decades. Mainte- 
nance of these arrangements is strongly favored by the conservative leadership 
ami by most middle-of-the-road political elements in Japan. We foresee no 
efiectiv* opposition, therefore, to the continued application of the US-Japan 
Security Treaty past 19T0V 

9> The most troublesome problem in the security field is the status of Okinawa* 
National feeling against US occupation of the Ryukyus continues to grow and 
will in time cause the Japanese Government to press even more strongly for the 
return of complete administrative control Prime Minister Sato has virtually 
committed himself before the electorate to obtaining, within the next few years, 
at least a timetable fur "reversion " The Japanese may accept reversion under 
terms which would not bring US bases tn the Ryukyus under the same restriction* 
■ ■ as those unpused on US bases in the home iilands— i.e , no nuclear weapon* ami 

poor consultation on major military deployment*. Japanese attitudes in this 
connection will be great ry affected by the overall military environment in the 
western Pacific, a relatively peaceful situation would probably accelerate de- 
mands for reversion without spwial privilege*. In any case, the Okinawa burnt 
will probably be the most difficult problem in US-Japanest- relations over tta 
next few year* The US basw* in Japan proper arc no 
political i«u*. though they Hi *e*n by mm Japane* 
rrmnanl of the Occupation and hence do constitute a residual irritant in 
relations. 

10. During the nest few years, it is probable that uurradcratioru. of tell respect 
and national prestige as well as defense needs will lead the Japanese to improve 
their conventional military capabilities. The emphasis will be upon the develop, 
ment of air and sea defenses for the home islands. Japan will *trtve to become 
Increasingly self- sufficient in the production of conventional armaments, not only 
for military and prestige reasons, hut to saw foreign exchange and establish new 



II. We do not behcre that Japan will make a firm decision during the neat 
five years to develop nuclear wrupom tystemv Japanese nuclear "allergies" are 
JLP PIOTID FOI RELEASE 



^ 'Tae Trr*£^ M^^J^o^to^^ Security" became Mi mm 2«MfaI(H?irt 




but thcyw stiU vdy strong In ^*d° n J*P«« couM^ao* ^ 

ing a series of international agreements, rodudmg the projected nuclear non- 
proliferation treaty. Another obstacle would be ibe very limited supplies of 
high*grade uranium deposits in Japan and the difficulty of procuring 
urLSafcguarded supplies from abroad. In any case, so long as the US 
remain? firm and the US discourages Japanese acquisition of nuclear 
it would be difficult for proponents of Japanese nuclear armament to justify 
publicly tbe heavy expenditure* although these would be well within J-ipauw 
economic capabilities. 



11 Tbe Japanese will not 
woapons systems. Continuing technological advances in the field of 
rocketry will make the production of delivery vehicles progressively easier. The 
Japanese already haw experience in building nuclear reactors lor power genera- 
tion and have an impressive supporting technological base. They have plans to 
build more power reactors and chemical separation facilities to process the 
plutonium produced in such reactors. Recent Japanese studies have indicated 
to them a probable future need for an independent capability to produce enriched 
uranium U Such facilities, though designed for civilian needs could, of 

for 



13. C<m*tog*rto« In certain cootuij{cnoes. Japan might give serious 
sidcratton to the development of nuclear weapons. For example, failure to 
■i<-|urvr rlfittLvr nuelrai ncmprolireration agreefftenb and the acquisition nl 
nuclear weapons by India would probably encourage tome Japanese nationalist* 
to demand nuclear weapons. Ic is unlikely that the Japanese Government would 
accede to these demands. If it did. any nuclear weapons program undertaken 
in these circumstances would probably be a relatively limited one, designed more 
for prestige than to nwt overall defense requirements. It would not be intended 
to ^nolant [.pro. nrhance on (ho US for i 



14. The Japans might tonnder the acpmitioo of a ihk-In/ capability If 





greater (han at preient. Thti situation could result from an 
and eatensive munle deployment by the Chine»e. coupled with the adoption of 
a policy of nuclear blackmail by a sdUonfident Peking regime It might »)k> 
item from a Srao-Soviet rapprochement 'admittedly most unlikely al tbii rtago) 
which appeared to include renewed cooperation betwcei 




15. In calculating (heir course of action under rod 
lewder* would be acutely sensitive to any evidence of a weakening in US . 
ation to defend the area. Tbi* apphc, both to the maintenance of 
in the northern Pacific and to the oedibihty of US nuclear protection. If 
evidence appeared, the Japanese would probably feel compelled to review their 
entire security position. Neutralist alternatives might He considered. An un- 
armed neutralism would almost certainly be rejected: the Japanese leadership MPIOTID FOI rUlUSE 
recognizes the perils, consequently the impractkality, of unarmed neutrality tn ■MfclQIJIII 



the volatile East Asian environment Neutralism founded on a strong, nuclear- 
armed, and independent Japanese military establishment would have greater 
appeal but we believe that this alternative would only be adopted as a last 
resort. Japan's leaden would appreciate the severe domestic political and 
economic problems involved in providing entirely for their own defense: vastly 
increased military expenditures, crossing of the nuclear weapons threshold, con- 
scription and, possibly, amendment of the "no war - constitution. In overseas 
relations too. it is recognised thai a military buildup of the required proportions 
would be detrimental to Japans longer range interests, caiuing mistrust among 
the non Communist nations erf East Asia and sharpening the hostility of the Com- 
munist states. We bebeve, therefore, that in the face of an enlarged Soviet or 
Ounese Communist nulitary threat. Japan -nu<d probably seel reaffirmation of 
US security cornrrotments. Meanwhile, acting with prudence. Japan would ac- 
celerate 'he buildup of its own convvntiorud forces and perhaps imitate a limited 
or shared nuclear weapons program. 

111. Alternatively, should the Chinese Communist threat appear to diminish. 
Japanese interest in nuclear weapons would probably lag and many might be 
attracted by the idea of reducing or cutting "umiecessary" defense ties with the 
US. They might see this as conducive to gaining an influential and profitable 



rule fur Japan in China. struggle toward political and economic maturity. In 
r. however, such reasoning would probal 



prevail in Ja 

Tokyo would certainly wish to exploit fully any commercial 
on the mainland and to improve political relation*. If drcum- 
favorable, the JapaneM- would also try to promote a US-Chinese 



rapprc<hement. In any event, however, the Japanese would mil wi*h lo damage 
the established and highly advantageous political and n-nonuc relationship with 
the US. This reUtkmsh-p. m -hkh the US conrfstcntly accounts fnr some 30 
percent of Japan's trade, may he as compelling av Its security requirement! in 

' desire to .hgn itvll with the US. 



17. Certain economic eonringencie. mav be of vilal importance in the context 
rrf the US-Japancw security relationship A mafor return to protectionism in US 
trade policy would grcatlv upset the Japanese. While It might not have a critical 
impact on the Japanese economy, there would be strong resentment against the 
US which might lead to a loow-ning in political (k-s. Simultaneous protectionist 
trends in Western Europe would further rfrengthen the arguments of those calling 
for a reassessment of Japan 's Free World alignment. A severe depression in the 
US or Western Europe could lead to an economic crisis in Japan and. in turn, 
to increased political strength for extremists of both left and right. 



C. Japan in Asia 

IH China is. of course, the central problem for Japan in Aria. Japan is con- 
cerned to contain China's Influence within its present limit*. But a* Indicated 

rion of land forces to a conflict which might develop in Nortr.ra.st Tsia vvTtmn 



the next five years or so. However, it is possible that Japanese air and sea units 
would accept a measure of responsibility for the defense of lines of coinmunica* 
Hon in and around Japan, Okinawa. South 



19. In the prevailing Japanese view, prospects for peace in Am can best be 
advanced by avoiding provocation of Commumst China while promoting trade 
and other contacts. There are other, more direct Japanese approaches to the 
China problem. Japan has become, and almost certainly hopes to remain, China's 
leading trading partner (although China accounts for only about three percent of 
Japans total trade t. While the profit motive h predominant in Japanese busi- 
ness circles, some Japanese leaden view economic interchange with Communist 
China as a contribution to the Opacification" of Peking. In time, it is hoped, 
China will abandon its unmitigated hostility toward the outside world and adopt 
more realistic attitudes oa the pattern of the USSR. And certainly, if Peking 
should adopt a less militant policy and if there appeared to be prospects for a 
significant expansion of trade, pressure in japan for the establishment of full 
relations with Peking would increase. 

20. At the same time, Japan sees China as a probable long-range competitor 
throughout East Asia and is talcing advantage of Chinas current infirmities to 
entrench itself in the markets of this region, hoping thereby to diminish China's 
political as well as its economic prospects. It seems clear that some Japanese 
leaders view their nation as uniquely qualified hi provide the sort of leadership 
which the iinderdevetoped nations of East and Southeast Asia retire to attain 



21. $outl\ Korea and Tuiuan arc uratepcally and historically of overriding 
importance to Japan. In each case. Japan has overtaken the US as leading 
trading partner* and wilt probably take the lead as a provider of economic assist- 
ance in a few years. In the ROIL Japan already exerts some covert influence 
on behalf of political elements favorable to its commcmal interests. In official 
channels, there are bilateral working arrangements in matters of defense* intelli- 
gence, and internal security. These ties will grow, although traditional Korean 
distrust of the Japanese will compel both governments to move cautiously. In 
Taiwan, the situation is roughly similar, with dose personal relationships helping 
to smooth the way toward estobltshment of a special position for the Japanese. 

22. Japans interests in the more distant lands of Southeast Ana are less com* 



pclling. Trade is important, Japan ranks at or near the top as a trading partner 



in every country. But this trade amounts to only about 10 percent of Japan's 
total and there is widespread awareness in Japan that Southeast Asia is not 
central to the nation's prosperity. Continued rapid expansion of Japanese trade 
requires developed markets, and Southeast Asia with its low purchasing power 
is unlikely to become of great importance to the Japanese economy for many 
years. Moreover, the raw materials production of Southeast Asia is increasingly 
inadequate to Japans industrial needs. 

23. Japan* political inters l^area is _ttdy to grvw, rven jf its cconoi^™™, 1 



probably offer broad opportunities to eaert political influence, both in regional 
affairs and within specific countries Nevertheless. Japan'* most likcry course 
for the nexl few years will be to continue its present emphasis on bilateral and 
midtilateral economic aid. while moving slowly In the political field to apply 
its influence in support ol stability and regional cooperation. Security In the 
region will still be viewed as primarily the responsibility ol the US. Tbae will 
also be an unwillingness to become deeply involved in the region's political 
turbulence lest such activity reawaken fears of Japanese domination, prejud^ 
conunerrial interests in the are^ and mar Japan's political prestige on the world 

U. Among the countries of Southeast Aria. Indonesia may offer the greatest 
attraction to Japan. It is the Urges*, mat strategically situated, and richest in 
resources of the countries in the regie*. It is also actively encouraging foreign 
investment. In addition, neither the US nor any Western European nation yet 
holds the inside political and economic track in Djakarta. It remains politically 
unstable, however, and a long-term petitioner lor foreign assistance. Japan will 
be willing to continue, along with the US. as a major provider of economic ucutt- 
« to Indonesia. The Japanese are soil reluctant to lommit themselves to an 
uenttal role in Indonesia's internal and extrmal ailairs. but this reluctance may 
in time. 



2S. Vtainam will remain an area of acute Japanese concern at least until the 
Mtuarion there b resolved. Although Japan has no intention of becoming mill- 
larilv involved, the government should not have difficulty withstanding prevs 
and opposition criticism of its support for US polscy ( so long as the situation (here 
doe* not change radically for the worse) and will contimw tn attempt to piny 
a role in promoting m^iattooa. As an ultimate volution. Japan would probably 
of the Indochina area, coupled with provisions designed 
of the war. Japan might bo willing to participate In 
in a nonmlliury capacity and is prepared to assist in postwar 
ctlon both in the South and North 

28. Further afield, in the «d>cononent— India. Pakistan, and Ceylon— Japa- 
nese interests are Likely to remain strictly economic. This might change In the 
event of a greatly heightened Chines* military threat throughout East Aria, which 
would tend to draw Japan toward some sort of modest cooperation with India. 
Even In this instance, it is unlikely that the Japanese would seek any close political 
or securitv alignment with the Indians, whom they lend to view as relatively 
impotent militarily disorganized politicallv. and economically unpromising. 
There is. in addition, no important body of thought in Japan which deems the 
relevant to Japan s 




D. The "Pacific Community" 

wst vital ccoooovc interests are focused in North Am erica and 

„ Pacific. The US is ovcrwhelimngly Japans most m l w S^ffi^■■■ BIU * ,l 

Far behind, but in second place, is Australia. Canada (Wrirra? 'W 




total these three countries supply 40 percent of Japan's imports, and purchase 
only a slightly smaller proportion of its exports. Trade with Australia and New 
Zealand could increase significantly if Britain enter* the European Common 
Market and Commonwealth nations lose their prdcraUial trade arrangements 
with the UHL Awareness is also growing in japan of the untapped raw 
potential in Australia. Canada, and, roost recently. Alaska. The* 
prospects, as well as an increased similarity of political interests, have 
Japanese Interest in the development of a community of advanced Pacific na- 
tions—the US, Canada, Australia. New Zealand, and Japan. 

2& Though still vague in concept this grouping of politically .table areas 

counterweight to the EEC and other Atlantic Community economic organiza- 
which Japan fears may ultimately work to its economic disadvantage. 4 
Japanese also regard this concept as a useful device In countering any 
trends that might grow in the US. Moreover, the Japanese policy* 
see the grouping as useful in assuring the participation of the Several 
wealthy Pacific nation* in the task of furntimng economic aid to Southeast Asia. 

29. The Japanese will probably devote important diplomatic effort* over the 
neit S or 10 years to the cementing of Iriendly relatiomhtpv with these countries, 
though they will probably not press, m the short run. for ■ formal political organ)- 
of the community. We abo doubt that Japan will *ecl> a formal security 
this community, as the US-Japan Security Treaty and the ANZUS 



In the World 

30 Japan has little interest in eaerting influence In the political affair* of 
such relatively remote areas ai Latin America, th* Middle Earl, and Africa. 
We do not foresee any real change in this attitude for some time to come. 
There is an unwillingness to risk antagonizing potential customers and suppliers 
bv taking sides in any dispute not directly alerting Japan's security. These 
regions together account for only about 18 percent of Japanese trade 
not of critical economic importance, with the notable exception of the 
Gulf, whkh supplies some 90 percent of Japans crude petroleum imports 



31. Europe is of increasing ecooomic importance to Japan because of its po- 
ntial as an export market and source of capital Relations with Europe arc 
by Japans desire to be recognized ai a full member of the 
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32. The USSR* With both sides agretd on the advantages of peaceful rela- 
tions, the Japanese-Soviet drtenle seems likely to continue over the next five 
vairs. Over the longer run, however, the range of rapprochement is limited 
on the Japanese side by the conservative Japanese leadership * antipathy toward 
communism and its continuing mistrust of Soviet intentions tn East Asia, and 
on the Soviet side by opposition to any expansion of Japan's role in Asia which 
(ended to further the Western orientation of nations in the area- Other ini* 
tants which will continue to inhibit closer relation* are Japanese territorial claims 
against the Soviet Union. Japanese support for US policy and operations in 
Southeast Asia, and the continuing Soviet propensity to involve themselves in 
what the Japanese constme as Japan'* internal aflairs. 
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CONCLUSION OF PR IME MINISTER'S COMMITTEE THAT NUCLEAR 
BASES ON OKINAWA NOT MILITARY NECESSARY FOR UNITED 
STATES DEFENSE IN THE FAR EAST 



ACQ 
SOURCE 




E0129SI 
l«M1MSYri 

(CI 



I. BY EARLY NOVEMBER 1*68 PRIME MINISTER SATO EISAKU'S QUASI- 
CFFICIAL COMMITTEE ON OKINAWA HAD REVIEWED THE PROBLEM OF AMERICAN 
MILITARY BASES ON OKINAWA AND HAD CONCLUDED IT HAS NOT NECES- 
SARY, FROM THE STAMPOIMTOF MILITARY STRATEGY, FOR THE UNITED 
STATES TO MAINTAIN "»XU* R " BASES ON OKINAWA. THE F.NDI^S OF 



; o> wis 

'PASES SUB-CGH-lIITef. , UNDER FORMER JAPANESE 
NAVY CAPTAIN XUSUWI TADAO, WEIGHED HEAVJL Y Zl THIS DECISION 



HHISI W AS CHAIRMAN OF THIS UNIT, WHICH IS ONE OF THE 

Jn M1M,,n WO SUB-COM.1ITTEES, KUSUMI IS INFLUENTIAL IN THE COMMITTEE'S 
ACTIVITY.. THE COMMITTEE BELIEVES. THEREFORE. THAT EARLY RE- 
VERSION OF OKINAWA TO JAPAN, WITH AMERICA* RIGHTS TO BASES 
UNDER THE SAME CONDITIONS AS NOW APPLY TO THOSE IN JAPAN, IS 
NOT ONLY DESIRABLE POLITICALLY, 3UT M!L r T AJl,.., FEASIBLE FROM 
THE STANDPOINT OF JuINI JAPAN-AMERICAN DEFEND NEEDS . 

2. MOST OF THE MEMBERS OF THE COMMITTEE WERE ALSO PLEASED 
WITH THIS CONCLUSION BECAUSE THEY ARC CONVINCED THAT UNLESS 
OKINAWA IS RETURNEO TO JAPANESE SOVEREIGNTY AT AN EARLY DA T E , 
THE EFFECT OF A DELAY IS LIXELY 10 BE 'DESIROUS" ON J«PAN- amn 

RELATIONS- ^^^^^^|>><>. MOVING 
-SELF-COflSCIOUSNESS' AMONO .IAPAXESF. iS A IfcCIPAL - A«0 USUAL'-* 
OVERLOOKED, rC-Cl OR CUMULATING IHIS DEMAND FOR RFVERSi ON , 
AS WELL AS LEFTIST MlTMiaUJ THEY FEEL II -5 INCREASINGLY 
DIFFICULT TO FORESEE ALL THE UNFAVORABLE CONSEQUENCES OR 
THUK OF HO* THESE CONSEQUENCES MIGHT 8E FORESTALLED. MOST OF 
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THE COMMITTEE MEMBERS , WHO REALIZE THAT JAPAN NEEDS THE LIMITED 
STATES AS MUCH OR MORE THAN THE UNITED STATES NEEDS JAPAN , ARE 
WORRIED ABOUT THE OKINAWA PROBLEM. THEY BELIEVE THAT , IF THIS 
PROBLEM REMAINS UNSETTLED, IT COULD POLARIZE PUBLIC SENTIMENT 
IN JAPAN SO STRONGLY AGAINST THE UNITED STATES THAT EVEN AUTO- 
MATIC RENEWAL OF THE SECURITY TREATY IN 197B COULD BE JEOPARDIZED. 
THEY FEEL THAT AT A MINIMUM THIS PROBLEM WOULD STIMULATE GREATER 
AND MORE WIDESPREAD OPPOSiT.CW *0 THE UNITED STATES MILITARY ... 



PRESENCE IN JAPAN. 




THE COMMITTEE'S CONCLUSIONS 



ON NUCLEAR BASES HAVE BEEN HADE KNOWN TO PRIME MINISTER SATO, 
AND THEY PROBABLY WILL CARRY GREAT WEIGHT, BUT SATO'S REACTION 
IN TERMS OF FORMING ANY NEW POLICY ON OKINAWA REVERSION IS NOT 
KNOWN. THE RESULTS OF THE OK IN AW AN ELECTION WILL INTENSIFY 
PRESSURE ON THE PRIME MINISTER TO PUSH BOTH FOR EARLY REVERSION 
AND FOR LIMITED BASE RIGHTS. IU EFFECT THERE IS NO CHOICE FOR 
EITHER THE PRIME MINISTER OR THE UNITED STATES, SINCE SHOULD THE 
UNITED STATES MAINTAIN A RIGID POSTURE ON THE NUCLEAR BASE 
QUESTION, IT WOULD RISK LOSING JAPAN AS A COOPERATIVE PARTNER 
IN DEFENSE MATTERS. ) 
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KOME1TO SfctKS THE MIDDLE ROAD IN JAP. 



In 

Kocsei to— Clean 
nificant force 
lltlcal arm of 



its 

Party — has become 
in Japanese politics. As the po- 
the militant SoXa Gakkai Buddhist 



a 3ig- 



ley organisation, the Kocaeito has enlarged upon 
earlier successes of its predecessor, the more in- 
formally organised Koaeiren, by winning representa- 
tion in the Japanese Diet. Following its success 
in the House of Councilors election in July 1968, 
the Karaite plans to run 75 candidates in the next 
tower House election which could be held sometime 
next year. The other political parties, which in 
the past have tended to view the 
Gakkai aa a temporary fringe ml 
political 



In recent 



be phased 

ties with Ccomunist China 



the Kernel to has exhibited 
ement to the left in both tactics and 
ting in positions which are in con- 
interests. The Komeito is now de- 
US-Japan Mutual Security Treaty 
during -the 1970s,' and that Japan's 

substantially, 



At this stage in ita development, the Ko- 
meito ia at a croesroads. To becom a truly ma- 
jor force in Japaneee politics, it must break out 
of ita cloae embrace with the Soke Gakkai and 
broaden ita appeal among such diverse elements 
aa labor, the press, small business interests, 
and the rural populace. Should it be success- 
ful, the Komeito has an excellent opportunity 
in the coming /oars to fill the growing void in 
Japanese politics between the ruling conserva- 
tive party and parties of the left which are be- 



s poll 



li! 




Komeito, established by 
Gakkai in November 1964, 
the 

in 

the Upper 



Di«t. The Komeito inharlted from 
the Koieiren 15 seats in the Up- 

1,000 seat* 




-inrnrp- 
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political Influence by 
melto candidate, for the 
House, where the real legislative 
power in Japan lies. 

The decision of the Soke 
Qakkai to anlarga the scope of 
its participation in Japanese 
politics was partly motivated by 
a need to lesep its aentbershlp 

£3*3; " " ' 




It already had* 
motivation clearly was the 
Gakkai's wish to establish 
mechanism through which its po- 
tentially qrodt, but heretofore 
diffusa, influence could be chan- 
neled into practical politics. 
The Soke Gakkai probably also 
wanted to broaden its base of 

by 




The Xoweito owes much of 
its auccess to Its young and able 
leadership. In this respect it 
haa a diatinct edge 

.■Si, 

handicapped by its predominantly 
older, less flexible leaders. 
The leaders of the Xcroeito gen- 
erally advanced to their present 
positiona on the basis of their 
prose lyti zing and organisational 
talents. Most are dedicated be- 
lievers in the 
in Kichiren 

so dogmatic that they are im 
sitive to changes in the 
political 



of the Kooeito 
also differs from that of the 
Socialists and of the other ma- 
jor parties in that it does not 
visibly suffer rrom factionalism. 
The unity of the Koraeito leaders 
has, in large part, accounted for 
the party's ability to adjust its 
policies to what the leadership 
sees as shifts in Japanese pub- 
lic opinion. The Socialists, on 
the other hand, have generally 
been unable to develop new poli- 
ciea because of a constant paral- 
ysis of leadership brought about 
by endemic factionalism. Thus , 
the Japan Socialiat Party has re- 
mained bogged down by intraparty 
bickering while the Xooeito has 
moved forward with considerable 
elan. 



t ic and Pore ign 
licy Lines 



The ideological framework 
in which xooeito objectives are 
cast le broadly derived from 
that of the Soke Gakkai. The 
ultimate aim of the Soke Gakkal 
is the establishment of 
lieraentary democracy in 




aa, 

to the principles of 
dhls*,- as part of a new 'third 
world.' This "third world" is 
to be baaed on a vaguely defined 
"nao-sociallsB" which will pro- 
mote the welfare of the entire 
people rather than just the work- 
ing class. The Kcaieito and the 
SoXa CakXal place considerable 
on the fulfillment of 



sacrificing in this world in 
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after. A philosophy of this na- 
ture has an obvious appeal to 
those elements of Japanese so- 
ciety which have not fully shared 
in the prosperity of postwar 
Japan. 

in the realm of practical 
politics, Komeito policies gen- 
erally reflect trends in public 
opinion rather than the doctrines 
of Nichiren Buddhism. The Ro- 
me i to has attempted to find the 
broadest possible consensus among 
Japanese on each issue and has 
then fashioned the Komi to posi- 
tion accordingly. 

The Komeito effort to align 
policy with public opinion ac- 
counts in large part for occasion- 
ally abrupt tactical shifts on 
■uch issues as the reversion of 
Okinawa. During the mid-1960e, 
Komeito policy stressed Okinawa's 
strategio importance and the com- 
plex nature of the reveraion 
problem. In August 1967, however, 
the Komeito demanded the "im- 
mediate and complete" reversion 

diate removal of all US nuclear 
bases and most conventional bases 
there, The Komeito no doubt be- 
lieved that this new position 
would appeal to many more Japa- 
nese than the earlier, more moder- 
ate position. 

Since the formation of the 
Komeito, its political orienta- 
tion, at least in tactical terms, 
has gradually moved toward the 
left. The shift has come from 
conscious sfforts by party leaders 
to attract broader electoral sup- 



port, primarily at the expense 
of the Socialists. 

The Komeito 1 * line on eco- 
nomic matters is aimed at the 
left aa well &a at disenchanted 
supporters of the Liberal Demo- 
crats. The party has called for 
a comprehensive welfare state, 
involving a substantial redistri- 
bution of income, and the na- 
tionalisation of certain, aa yet 
undesignated "key- industries. 

The foreign policy of the 
Komeito is based on the rather 
vague concept of "complete neu- 
trality." Related to this is 
the party's hardening position 
on the Mutual Security Treaty 
with the OS. Until recently the 
Koneito considered the treaty 
the best arrangement under exist- 
ing conditions but opposed it 
in theory. Kow it is demanding 
that the treaty be phassd out 
in three stages during "the 
1970s." The Koneito maintains 
that the treaty subordinates Ja- 
pan to the US, that it exacerbates 
tensions in Asia, and that it 
may Involve Japan in a war against 
its will. 

Koneito foreign policy has 
not wavered so much on certain 
basic issues, such as opposition 
to the war in Vietnam and advo- 
cacy of increased exchanges with 
Comnunist China. The Komeito 
insists that Japan, because of 
its importance in East Asia, should 
play a greater role in easing 
tension between China and the US. 
Although it recognises the poten- 
tial nuclear threat to Japan 
posed by China, the Komeito 
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claims that Japan itself will 
bo isolated if it continues to 
follow tha US policy o£ isolat- 
ing China, The Komelto advocate 
that Japan recognise China im- 
mediately, that China be admitted 
to the UN, and that Japan's com- 
mercial ties with China be ex- 
panded* This pragwatic position 
ia characteristically attuned to 
views long held by the Japanese 
■man in the 



The Koaeito'a leftward shift 
may be more tactical than funda- 
mental. The essentially con- 
servative nature of the leader- 
ship seems to indicate that the 
current tactics represent po- 
litical opportunism sore than 
firm convictions of the Komelto 
leaders. Furthermore, much of 
the party' - 




Tactics 



With 



the Komeito's swing 
left. It has 
increasing willingness to 
operate with the Socialist 
the Japan Communist Party in 
Diet to further Komeito's inter- 
ests. The Komeito has, however, 
repeatedly stressed that this par- 
liamentary cooperation does not 
indicate approval of Socialist 
and Communist ideologies. Co- 
operation has been, and likely 
will continue to be, on an issue 
by issue basis. Particularly in 
the case of the Communists, " 
is considerable ill will 
parties 
for 




proletarian 
society. 



The Koneito is relying more 
and more on the street protest 
rally as a political tactic. 
The highly disciplined Koaeito 
has shown several times recently 
that it can quickly and effec- 
tively mobilise supporters for 
demonstrations. It could proba- 
bly mobilise 200,000 to 400,000 
supporters virtually overnight 
for an important issue such as 
agitation for review of the Mu- 
rity Treaty in 1970. 
3einocrats clearly 
respect this capability of the 
Komeito, and can be expected to 
avoid action on matters which 
could arouse strong Komeito op- 
position. 

The Komeito's political meth- 
ods are becoming increasingly 
sophisticated. There now is less 
□f a tendency to resort to bla- 
tantly unethical campaign methods, 
and a greater reliance on Komelto 
mobilisation skills, both in the 
street and in the polling booth. 
Because of the high degree of 
discipline of Komelto supporters, 
the party boasts the most effi- 
cient use of votes of any politi- 
cal party in Japan. Komelto 
discipline has also enabled the 



to 




in 

candidate, 

to find 



of weak electoral 
of a Kons 
when they had 
jobs and homes. 



Sources of Support 

Komelto still draws its sup- 
port largely from the ranks of 
I the Soke GakXai, whose membership 
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comprises primarily »abers of 
the lower end lower-middle clusei 
clustered in urban areas. Jape* 
nese of strongly nationalistic 
sentiment are also attracted to 
the taito because of its stress 
on Japanese ways. 



, is now making 

thi n ja^nJM*li^ tS • Upp ° rt in 
where its Influence traditionally 
has been wea*. The Komeito an- 
nounced last year that it would 
for* a new labor union—to be 
called the Democratic Labor 
Council—after the next Upper 
House elections. According to 
a recent policy statement, a pre- 
body will be set up late 



para 



in 1968, and the 
self will be 



it- 



year , 



rhe Komeito labor organisa- 
tion will be aimed primarily at 
workers in small- and Mdl tw- 
illed enterprises. The potential 
for Komeito growth in this area 

V % 1 SSox fe Sm * w* c#nt 

that tw£ Jhirti'of h thS 
rly 30 million employee 
in Japan do not belong to labor 
unions. The majority of these 
workers are employed in smell- 



union members in the total num- 
ber of employed workers in Japan 
has also been declining. The 
Komeito leadership is projecting 
a gradual growth" for the new 
union during the first four or 
five years. 

tic Political Significance 

Unencumbered by an outmoded 
tlexible ideology, the Ko- 
nay be in a better posi- 
tion to reflect the general con- 
sensus on particular issues than 
any of the other opposition par- 
ties, particuarly the Socialists 
and the Communists, The Komeito 
thus appears to be in a position 
to fill a great need in Japanese 
politics--* relatively middle-of- 
the-road opposition party which 
is attuned to the views of the 
broad masses of Japanese. If the 
Komeito is to fill this role, it 
| wiu ' however, have to undergo 
an extended period of substantial 



i eerly formation of a 
sponsored labor union 



the fluid situation in the 
nese labor movement. The influ- 
ence of Sohyo, the major labor 
organisation, has declined re- 
cently, as has Its membership. 
Furthermore, the percentage of 



There are several major im- 
pedimenta to the growth of the 
Komeito, but according to tenta- 
tive indications, the Komeito 
is beginning to overcome many of 
them, its most serious liability 
is a relatively narrow base of 
support. The Komeito's heavy 
dependence on Soke GakXal members 
is becoming an increasing handi- 
cap because the growth of the 
Soka SakXai has been losing mo- 
mentum- Although the Komeito 
has made significant gains in 
recent elections in terms of 
i f the percentage in- 
in the site of its vote 

f*U off— especially 
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at the 

sion to form 
part may have 
over the slackening 
growth. 



I "_ ■ ■ of 



There has bean icec recent 
evidence, however , that the 
Komeito* a base of support is now 
expanding beyond the Soke Gakkai. 
According to Komeito claims, in 
the Upper House election laat 
July the Komeito vote in 




In Kobe, for 
p» the Komeito claims to 
have received 400,000 votes 
although there were only 170,000 
eligible Soke Gakkai voters. 
Although Komeito claims must be 
treated with caution, it appears 
that the Komeito has successfully 
extended its appeal to non - Soke 
Gakkai number* on a modest but 
significant scale. 

There is some indication 
that Komeito support in rural 
areas is also increasing* Komeito 
leaders point to the party's 
growing electoral strength in 
such areas as Fukuoka, Party 




ways to 

Gakkai 

The Komeito reportedly is 
aidering Increasing its grass- 
roots support in small villages 
by expanding Soke Gakkai mech- 
anisms for transmitting complaints 
of villagers upward 
village Level. 



In urban ar 



Gakkai elements could snowball 
rapidly if there were a sudden 
deterioration in the political 
or economic situation in Japan. 
Even without radical change for 
the worse, the Kosaeito seems as- 
sured of at least moderate growth 
during the next few years because 
of the continuing rapid urbaniza- 
tion of Japanese society. The 
constant migration of rural Jap- 
anese to the cities guarantees 
a continuing influx of insecure 

people to replace 
rlier arrivals who move up 
the socioeconomic ladder. 

Another factor which nay, 
however, inhibit Komeito expan- 
sion, particularly into the Jap- 
anese labor movement, is the 
opposition that the Komeito'S 
planned labor union will draw 
from the other major labor unions, 
nslve about the 
ito expansion into 
their domains. As yet the major 
labor organizations * particularly 
Sohyo, have publicly ignored the 
Komelto's plans, Sohyo, con 
| cerned about its declining num- 
bers , is, however, now eyeing 
the large numbers of unorganised 



The failure of the Komeito 
to win the support of any signif- 
icant segment of the Japanese 
labor union movement thus tar 
has deprived the Komeito of one 
of the traditionally important 
core elements of a Japanese 
opposition party- This defi- 

in combination with the 



failure of the Komeito to attract 
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support from the mass media and 
the intellectuals . also tradi- 
tionally important cora elements 
of the political opposition, 
limits the ability of the Kcsaaito 
to function as a modern political 
party. 

3Mito may be able to 
partially for the lack 
of allegiance from established 
labor union leaders by creating 
its own labor union. There is 
alao evidence of a grating respect 
for the xomeito in the Japanese 
mass media, particularly since 
the recent Upper Bouse election. 
Japanese intellectual*, as well 
as many middle-class J* 



_iito as a fanatical reli- 
, organisation. Although the 
_jito la gradually gaining 
respectability as a result of its 
efforts to mirror the widest ri 
of Japanese public opinion , 
Japanese still identify Its 
very closely with those of the 
Soke Gakkei. The Komeito will 
have to disassociate itaelf frc 
fM« lmaoa if it is to attract 

of 
for 

it to function as an effective 



The Komeito's growing dif- 
ficulty in maintaining iron dis- 
cipline among the rank and file 
as the party 
may also affect 11 
Many of 

'*» ranks tend to 
interest - quickly. Discipline 
may also be weakened if the 

sacrifices organisational 




cohesiveness and single-minded 
dedication to Nichiren Buddhism 
in order to broaden the party 1 s 
appeal. Thus, the Xomeito leader- 
ship is faced with a decision 
which can fundamentally alter 
the present character and direc- 
tion of the party. 



The Liberal Democratic 
Party apparently is anticipating 
significant JComeito growth? 
Liberal Democratic leaders re- 
cently have privately expressed 
concern over Komeito prospects 

elections, 



predict a possible loss 
of ten seats to the Komeito. 
Liberal Democratic Secretary 
General Fukuda recently commented 
that his party might have to put 
off elections until 1970 in order 
to develop more effective counter- 
messurea against the Komeito's 
expanded electoral efforts* 
Fukuda' a comment undoubtedly re- 
flects the Increased awareness of 
Japanese political observers of 
the political significance of the 
Komeito following the Upper House 
elections laat July and the 
Komeito' s subsequent announcement 
that 75 candidates would be 
entered in the next Lower House 
elections. The earlier tendency 
of the Japanese "establishment" 
to underestimate the strsngth of 
the Konelto has been subjected 
to serious re-examination, re- 
sulting in what in many cases 
are probably inflated estimates 
of the Komeito's growth potential, 
{CONFIDENTIAL NO FOREIGN DISSEM) 
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JAPAN IN THE SEVENTIES: THE 
PROBLEM OF NATIONAL POWER 



NOTE 

Prime Minister Salo has said thai in the 1970s Japan must face the 
-problem of national power"-, concept which he has defined as 
the "aggregate of a country's political stability, economic strength, 
military might, its sway over international opinion, its cultural lieritage, 
and so forth". In this Estimate we look at how these several aspects 
of Japanese national life ore likely to evolve and interact during the 
decade, and at some of the implications for the US. 

CONCLUSIONS 

A. Japan enters the 1970s with the world's most dynamic economy, 
a population proud of its accomplishments, and a moderate govern- 
ment firmly in the political saddle. Its problems during the coming 
decade will be how to use its riches and growing self-confidence to 
improve standards of living at liome and to find a suitable role for 
Japan abroad. 

B. The chief arena of political competition will continue to be 
within the Liberal Democratic Party (LDP), and it is here that the 
most significant new pressures will make themselves felt. In the long 
run. the LDP can prol>abry maintain its commanding position only 
if it meets mounting pressure for attention to Japan s social infra- 
structure needs, especially in the Itooming cities. In the process, sup- 
port for the party itself is likely to change markedly from conservative 
rural constituencies to the urban middle classes. APPIOVEI fOI IELEAS! 

C. Japan is in a strong position to continue rapid eJKtinWfroWt, 
although sooner or later a decline from the past average real growth 
rate of 10 percent a year is likely. But while Japan's strength and in- 



fluence within the international economic complex will continue to 
increase, so will the dependence of Japan's prosperity on continued 
access to foreign markets. A prolonged international recession or the 
imposition of severe foreign trade barriers by Japan s main trading 
partners would have grave economic repercussions in Japan, all the 
more so because its economic system is geared to rapid growth. 

D. Japan's search for a "world role - will locus initially on gaining 
international status and recognition through, for instance, an enhanced 
role in the UN. and on continued efforts to promote Japanese economic 
interests abroad. By the end of the decade. Japan will be more nearly 
an equal in its economic relations with the US; is likely to be the 
dominant external factor in the economic life of non-Communist Asia 
and the largest external economic influence in China. Australia, and 
New Zealand; and in all likelihood will be the greatest single economic 
rival of the US even in such traditional American preserves as Latin 



E. Politically, economically, and emotionally. Japan is attracted 
to the developed nations, particularly those of the Pacific Basin — the 
US, Canada, Australia, and New Zealand. Its economic role in East 
Asia gives it a ma|or stoke in tlie stability of that region. Its foreign 
aid to East Asia will increase substantially, accompanied by growing 
economic and eventually political influence. In Southeast Asia, how- 
ever, Japan will try to keep its political activity in a multilateral con- 
text. Even in Northeast Asia, where Japan will engage in increasing 
bilateral exchanges on intelligence and internal security with South 
Korea and Taiwan, it will want to avoid political or security involve- 
ment which might provoke North Korea and especially China. 

F. All Japan's Asian policies will he fundamentally affected not 
only by its relations with the US but also by its reading of the balance 
among the US. USSR, and China. The Japanese think they have an 
independent "bridge-building" role to play between the Communist 
and non-Communist powers in Asia. And lo some extent they count 
on mutual antagonism among the three great powers to help I a P a lJ|El[SJ«J| 
influence with each one. They will be persistent in friendly overtures 
to China, and reluctant to engage in any activity which could be 
construed as -anti-Communist". 




G, The Japanese defense related industries will grow substantially 
over the decade, though the Self -Defense Forces probably will increase 
only gradually with primary emphasis on air and naval forces. The 
navy and air force will extend their area of operations, and eventually 
will come to accept a greater share of responsibility for defense of 
Japan's vital lines of communications. But Japan will not want to 
station troops abroad or to accept foreign military commitments, cer- 
tainly not bilateral ones, 

H. We are less certain about Japan's nuclear future. The issue 
will be the subject of growing national debate, and the decision will 
be affected not only by Japanese sentiment per se but also by US and 
Chinese policies. On balance, wc think that unless the Japanese come 
to feel some imminent threat to themselves fur which US protection 
is deemed unreliable, they probably will not decide to produce nuclear 
weapons at least for some years to come, 

L Japan will want the US military presence on its lands reduced 
and want a greater Japanese voice in the use of the forces which re- 
main. But so long as it is ultimately dependent on American military 
protection, it will on balance probably want some US military presence 
on its territory to give force to the American commitment. Economic 
issues are Likely to be a greater source of friction than US military 
bases. Most important of all. as the decade goes on. Japanese govern- 
ments will be increasingly eager to demonstrate — to other Asians 
and to their own electorate — that their policies are independent of 
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DISCUSSION 

1. In the years since World War II. most Japanese have equaled "nationa! 
cower" with econoonc "rrngth. Tb* has been the almos««>os«sive tauonal 
concern potentially dwisWe Usoe»-«vcn dilf«en«* over how ta >share the 

,|tj_have been largely »»bardinaled to the hard work which has won 
i-.^rinnal resort* and restored Japanese pride and sclf-cvnlidenc*. And the 

to their dom.nat.on of Japanrte polshc. «mcc the war. 

I. JAPANESE POLITICS. The Sto* of Ploy . - • 

2. The imtninwnt of this domination over the pan 15 yean ha* been the 
,.,W torn*** Party (LDP), which won BBo, the Diet's 4S6 seats injhc 

HO. (or .he bulk of its votes B»t the party, d,r<*nng EUabnhmen. » an 
anul«am of business and hnanoial leaders, top eivU servants, and party prolei- 
stonals. In Japan's unusually r*^coeou* society. tb«e ^™m > hare i« o 
family aud school common outlook, and a strong seme of mutual obbgation 

and loyalties. 

3. Tbm abo are mon* practical unfa Businesa leodm bankroll not (us! 
the party but individual politieiam as ws-u. and keep close. scmioHlcuJ coniaei 
with the recipient, of their favors In turn the pwrnmcnt. through the Bank 
of Japan, controls the comnscrcial bank loans on winch Japanese Isutimu dc 
J* The ^mme* .dso .^Oate^-dced sponv*~s,npany 

pric* tab* and product- and maxket sharing TV borcaucracy ha, an 
..nusunlly large role in shapin* and :mpk«>vnt»8 policy. "* woU •» tn 
In* the pork-barrel needs of indivklual Dsotmcn r urthifmore. top civil servants 
often -retire" to »>uaine»s posts and sometimes to politic-d office-. And a complex 
of "Deliberation Councils." including mcml*-rs Itrnn the l>u»lne» world, per- 



_h rt( thp b»iK-a.**acy. These and other tki muk in piobably 

wh.ch individual business amb-fon, are adnrstcd to srrv*- the stealer good. 



RESULTS Of DKCEMBEH I9» LOWER IIOCSE 
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Japan 5<xi*lfct P«ty J ^ 
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4, Japanese traditions call lor government leader 10 perceive and ad on 
the national -coosensuj," rather than for open contests for votes on km « 
is the theory in Western democracies. This requires that the opposition s view* 
be given (or seem to be given) lull consideration however small its vote, that 
the government avoid any impression of arbitrary action, and even that informa- 
tion elsewhere considered confidential be allowed into the public domain. This 
means, in effect, that national policy changes only slowly, after persuasion and 
compromise within the LDP and after public opinion is full)' prepared, Tl-c 
substance of the consensus in postwar yean has been remarkably constant: fir»! 
priority to economic growth, low military budgets coupled with dose relations 
with the US in defense and foreign policy, no nuclear weapons in Japan or 
Japanese troops abroad, and no overt hostdity toward China. In recent yean this 
consensus has been affected by growing national awareness of Japans extraor- 
dinary economic strength and a desire to protect Japan s image as an impendent 

power " These newer aspects have prompted effoits to recover territories 
occupied by the US and USSR, to scale down US miiifcuy base*, and to sponsor 
sue* presUgoos international adlvibes as the Olympic games and Expo-.O. 

5. The LDP's success in discerning and expressing the national mood has 
helped to reduce the traditional opposition— the Socialists. Democratic Socialists, 
and Communists— *o a degree of impotence and frustration most extreme in tM 
lapan Social* Pasty (JSP)- The JSP entered the postwar era with high hopes* 
But its continued rtdusion from power, the rivalries and recriminations within 
It and to persistence in a Marxist ideology of ever decreasing relevance to 
lanans affluent society all haw contributed to a rot which culminated in the 
lots of over one-third of its Dkt seats— from 140 to 90-in the December 
election- Socialist backbenchers in the Diet, and the labor unions on which the 
ISP depends for money and cvmpoip. wort are openly impatient with the party- 

SUET*- fc-.^-* - -« *• s" , " d '" h "' 

from decuton making, the party has resorted to demonstrations in the stnrts 
and physical disruption of the Diet in order to make its view, felt. But these 
tactics of protest against the "tyranny of the majority have lost the public 
sympathy they once helped engender foe ihu JSP. Barring a near miraculous 
revitalization of its leadership or some major and now unforeseeable political or 
economic failure on the part of the LDP. the JSP is likdy to continue its dcdlnc 
into irrelevancy, or even to suffer serious splits. 



a The much smaller Drmocref* Socialist Party ( JDSP) may actually have 
had more influence on government action over the yiars. as many of ib moderate 
and p ia *nal* Prop"** subsequently been adopted by the Liberal Demo- 
crat.. But the JDSP has in the process become > -second conservative party-, 
appealing only to those who want to register a mild oppo.it.on to the govern- 
meat. Of all the Japanese parties, the JDSP sained leasi tmV*l}<XH&ll 
debacle tii the last elections, increasing its Diet scats only tM&NVlMfl 1 1* 
poor electoral showings haw thus far kept it from attracting those JSP politi- 
cians who might be tunpted to defect to a more pragmatic socialist party; if the 
JSP does come apart in the future, the JDSP could of course expect to be * 



major beneficiary. But the JDSKs best hope for a share of power may lie in a 
possible future LDP need for a coalition partner, rather than tn any prospect of 
itself becoming a mayor opposition force, 

7. The Japanese Communists (JCP). on the other hand, have enjoyed 
something of a revival in recent yean. Their remarkable success at the last 
national election in raising their Diet seats from 5 to 14, and in Tokyo city 
council elections of a year ago, confirmed the party in its strategy of working 
to establish itself as a non-violent, national force by demonstrating independence 
from foreign parties and at least Uctical moderation. But most of the new Com- 
munist voters were in fact defectors from the JSP. and not Dew rwmits Lo (he 
left. Moreover, moat Japanese arc far from accepting the party's new Toveabte" 
image while, on the other flank, it is under attack by radical students for hav- 
ing gone conservative. The JCP can hope, at best, to continue becoming a more 
respectable party and to have a larger veto in opposition councils. But it Is 
unlikely lo acquire a sufficiently ■Japanese* image even lo lead the opposition, 
much less to challenge the government. 

& A relatively new phenomenon in Japanese politics in the Komrtta. oj Clean 
Government Party. Kutncito was established m 1964 as the political aim of the 
rapidly growing Value Creation Society iSoka Cakkail. itself an offshoot ol 
the aggressive 

Nfchiren Buddhist sect Highly organised, superbly disciplined, 
virtually faction-free. Koroato is perhaps the tint genuine attempt to form a 
brood-based political part> in Japan, lu appeal is pitched primarily to the 
lower middle classes and the poor who feel uprooted and somehow left behind 
in Japans nice to new |wo»p*rity- The parent religion promises its members 
temporal «air>— h.slncss success or marital tranquility or regained health- 
work of organization* for eve 
people an important sense o 

t). Komcitos own platform is a very pragmatic (its critics \ay opportunistic) 
exploitation of the public's growing concern with domestic bread and butter issues. 
Its stand on social issues, and on the desirability of closer ties with Chin* and 
more distance from thu US. could be called Teft" But there also is an element 
of religious fanaticism in Komeito's appeal, the ttiRgcstion of a Japanese mission 
to save the world from the two -extremes- of Christianity and Marxism, which 
reminds some critics of the rightist nationalism of the prewar period. 

10. Komeito almost doubled its Diet strength — from 25 to 47 scats— in last 
Decembers election and, perhaps even more important, got an estimated one- 
third of Its votes from outside Sola Gakkai'i membership But Komeito. too, 
faces serious obstacles. Its militancy* religious fanaticism, and lower-class image, 
as well as the charges against it of ultranationalista limit its appeal in J 
secular, sutus-a>ns<ious society. As the party tries to distance itsell 
religion and deal more specifically with concrete issues, it risks losing 
and unity it has thus far enjoyed- And as it strives for respectability, it may 
find itself moving closer to the LDP on major issues rather than providing a 




new rallying point for potential opposition sentiment The LDP, with its 
trol of the economy, its access to talent, patronage, and funds, would easily 
hold the edge in any such 



. . . and the Potential for Change 

1L Japanese politics is likely to change during the 1970s, and some new 
directions already are apparent. For one thing, the issues in debate are ' 
mg and becoming more complex. Controversy will grow over how to divide the 



the Diet find a 
perhaps even how to write a 




12. And there will be more players in the political game. Many of Japan s 
urban middle classes teem to be leaving some of their traditional group 
loyalties back in the village. In social life this lends to greater permissiveness, 
even a weakening of the Japanese urge for conformity and acceptability. In 
politics, this may mean «*ing more discriminatingly on the issues, or at least 
on a candidate's personal appeal, rather than on a basis of loyalty and obliga- 
tion to a political boas. And while the Japanese are not yet flocking to become 
active members of political parties, they are making more use of special interest 
groups such as consumer association, and the PTA to press their ideas and dc- 
mands on the government. Insofar as there U an erosion of ibn strength of 
paternalistic tradition*, in governim-m or in business, the potential lor a lloaltiiii 
vote will 



13. Japanese labor is Increawnglv interested in greater economic benefits for 
its members, and less willing either to sacrifice higher wages to company 
growth or to lend itself to the archaic Ideological crusades of Marxist parties. 
Thus regardless of whether the presently combing labor federations unify 
or not. the labor movement will probably be a 



Active labor support for the. Socialist Party, in term, of money, vrslcs. and «ip- 
porting demonstrations, will continue to grow 



14. At present Japan has no 'defense establishment" in the American sense. 
Some large corporations and their subcontractors participate in Japan's equip- 
ment procurement programs, but military procurement does not play a major 
role in Japan's economy or in the profits of individual companies. Nonetheless, 
industrialist* and political leaders are becoming more outspoken in push- 
and defense-related industries. The military's inBuence mav be 
sauced by Defense Chief Nakasone's efforts to improve the morale 
of the services, \akasone also wants to create a permanent Defense 
Committee in the Diet, and this could become the arena btfriMttrtf «*ASl 
"lobby* and for opposition to it But even with coiuidVrtbirlWMInllltt.iuc- 
related induitnes would pUy a relatively small role in Japans economy; and 
certainly the military are not likely to threaten civilian control oJ the gov- 



15. Student promts seem to be losing influence in Japan. Until quite recently, 
student demoostntioos compamcnted tlie efforts of leftist parties to disrupt 
government policies, and polic* suppression of the students won the left some 
general sympathy. However, as the level of student violence rose and the police 
became more skillful in handling it, the mass of students, the general public, 
and even mxst leftwing parties came to *hun studeot ejrtremists. The young 
radicals appear resigned to their isolation and reportedly plan to concentrate 
more on individual acts of terrorism than on getting Urge numbers into the 
streets. At the same time rightist student groups are announcing plans to take 
on their radical leftist classmates in defense of "traditional Japanese values". 
Student extremists of whatevra political stripe will probably remain a serious 
nuisance but not a political force if they continue present trends toward ter- 
rorism and toward fightin* among tlteroscH-cs. But should they abandon the 
tactics of flagrant violence their influence on public opinion, and particularly 
on academic opinion, could 




16. The new issues and participants in Japanese politics certainly will offer 
opportunities 10 the opposition pattiri. But Japan remains essentially a conserva- 
tive society, and the strength of tradition is likely to be fust as impressive as the 
pace of change. Furthermore, the opposition is in poor shape to take ad\ ou- 
tage ol opportunities. Not even ICumeito. which has crcalest growth potential, 
Hcems likely to become 4 %t-mm% thn-ai to tht* LDP\ poLtkul dominance. Nor 
is then* any evidence that the opposition parties could cooperate in a united 
front. Indeed the "multiparty" nppnMtiuu wluch emerged (mm the latt election, 
with no one party able even to pretend to leadership, theoretically gives the 
LDP a freer hand than ever. 

17. Of count there could he pobtftal rcali*vnrnt* during the oVcaoV But an 
upheaval «reat enough to challenge the present Establishment it unlikely in the 

a major national crisis, Thto sanguine outlook lor the LDP is not an 

feel the legal mram lo influent* closed to them, they will be templed 
to lash out violently against "the system" as the "new left" does in the West, or 
to work covertly against it as the Japanese Communists have done in the past. 

18. But most Japanese — whether the old Establishment of big business, or the 
new hopefuls in the military or local interest groups, or possibly rven orpini/cd 
labor — are likely to conclude that the way to make their influence fell is through 
the LDP. At least for the next several years and prot>abIy well bey ond thai, this 
will be the chief ar*-na o* political competition. The LDP itself it likely to 
change, reflecting the changes in Japanese society and its consensus The LDP 
will cotKnitrate lew on the dwindling rural population and more on capturing 
the emerging 'floating vote" in the cities and new suburbs. 

19. The present LDP leadership is certain to have at least two more aaarV 
power beyond next autumns party elections, when Prime Minister Sato will 
cltoose cither to have a fourth two-year term as party chief or to name a suc- 
cessor — most Ukely Finance Minister Fukuda or Party Secretary T 



among the familiar faces. Beyond that, diHexences orer the more complex 
issue* of the 197tK will cotnpKcale the old game of persounal rivalries and fac- 
tional bone-trading in contests for party leadership. The issues which will in- 
fluence these contests can be described as Japanese concern over three groups 
of questions: Hot to manage the further development of the economy? How 
(o meet Japan s pressing social infrastructure needs and thus ease the inevitable 
tensions of a booming, urbanizing society? And bow to find a world rule which 
adequately expresses Japan's economic strength and the talents of its people? 

IL ECONOMIC AND SOCIAL ISSUES 
The Economy 

2& The key to any iudgment about Japan. perhajK even to the continued 
moderation and caution of the LDP leadership. Is further economic growth. The 
Japanese economy has expanded at a red average annual rate of 10 percent 
In the past 15 years— an extraordinary performance by any standard. There have 
been frequent predictions of an imminent slowdown; but in recent years ihe 
rate of growth has accelerated to 13 percent By comparison the US considers 
4 percent a good performance and most West European countries are satisfied 
with a 5 percent growth rate. The Soviet economy too, in spite of its strong 
growth orientation, has slowed to about 5 percent. 

21. Japans prierKxnenal growth rate has been partly due to the fact that it 
wai simply catching up with other major industrial power*. But it lias now 
more than caught up with most <* them, and growth still continues at n high 
rate. Japan now has the world** third large* Cross National Product (CNP). 
trailing only the US and Soviet Union. Per capita CNP is fast approaching (hat 
o4 the UK and t» imt rate* of growth continue it will reach the present US level 
before 1900. We still expect a slowdown in Japanese growth sooner or later, 
perhaps In the second half <il the 1970s. But barring a world depression or se- 
verely restrictive US import policies we expect growth to be around 10 |>ercent 
in the neat few yean. 

22 In some respects. Japan is in a better potion than in the past to sustain 
rapid economic expansion. Its improving balance of payments position reached 
the point in the late 1960* where the country was running almost continuous 
surpluses* This has given the government greater flexibility in its economic 
policies, and makes less likely the periodic slowdowns imposed in the past to 
conserve foreign exchange. The high and still growing standards ol education 
and technical skill ot the Japanese people, tlveir increasingly tophisticated sales 
network across the world even Japan's reputation as the worlds most dynamic 
economy, all give it a posibon of great stm.tfh from which Ap r §^ifotf ftftXs[ 
and have foreign investors clamoring to be lee into Jap^n. UTLI0V1III 

23. The restraints the Japanese economy is beginning to encounter are in 
port a product of its enormous success in the past The birth rate has been de- 
clining as prosperity has been growing, and now Japan facet labor shortages. 



The labor force is expected to expand at about one percent a year during the 
1970s, a good deal slower than the 1J5 percent average annual rate during the 
I960*. More Japanese are staying in school longer and wanting better jobs at 
higher pay when they do go to work which means employers will have an 
especially hard time finding enough manual workers. 

24* Ubor stringencies have put Japanese unions in a strong bargaining posi- 
Hon; wages rose by about 16 percent last year and pressure is on for wage 
creases *i the order of 20 percent this year. Consumer prices have 
on the order of 5 percent a year for the past few years. Until last > 

the increase in wage costs and in productivity 
early 1966, export prices have also risen by about 
5 percent, partially because of the higher wage rates. 

25. Some of the force behind Japan i growth may diminish in the 1970s. Rising 
labor costs will continue to push up the price of Japanese eiposts While similar 

the mdustriahzed world will help keep Japan * 





could be some slowdown in 
growth. Moreover. Japan will no longer have quite so much room for catching 
up with other industrial powers. Heretofore Japanese labor productivity on the 
average ha* been well below that of ihr US jnd Western Kuropc while the level 
of education of Japanese workers was among the world** highest, thus allowing 
plenty of room for improvement as sophisticated plant and oqulpmunt were 
Introduced. And Japan's industrial teehrttlogy has lagged behind tliat of otto 
industrial powers, thus inabhng Japan to benefit from research done at other, 
expense. Both these advantages are dimiiushinft. Ubor productivity is nearing 
West European levels. And acquiring new technology (nay become mure capcnsWo 
as Japan moves from being a purchaser of US and Wcvt European licenses to 
a position of being a world leader in domestically developed technology, 

26. Still, Japan clearly has the resources and institutions to grow rapidly to 
the 1970s, The government has the control tneehanunx and the demonstrated 
skill, for controlling prices and manipulating resources more easily than rnosl 
of its trade rivals. The powerful Ministry of International Trade and Industry 
(MITI). In concert with other government departments, can 'advise" the large 

to concentrate on those activities with greatest growth po~ 
i of work among them. Thus the industries which 
the most pberooKtttl growth in past years— automobiles, steel, 
and consumer electronics — probably will grow somewhat more slowly in the 
future. But at the same time the Japanese will be concentrating on the expansion 
of their chemical space, computer, transportation, and nuclear energy ind ^nflfipH§ 

27. The most apparent threat to this rosy prediction is from external fUHrlM 
Prolonged world recession or the imposition of severe import restrictions in 
the US could create a serious economic crisis in Japan. The most dynamic Japanese 
industries are also the most dependent On world markets and it would be diffi- 



10 





to a more inward looking economic growth process. Jap- 
noreover, are adapted to rapid economic growth 
and lack some of the built-in cushions and stabilizers that take the sharpness 
out of recessions in other countries, Japanese industry depends Overwhelmingly 
on bank borrowing to finance rts growth; its internal savings as well as its profit 
margins are relatively small Japanese firms thus can not rest on their laurels; 
they have to continue expanding rapidly in order to Survive. In the past even 
moderate slowdowns — to five percent or so— caused numerous bankruptcies of 
smaller firms, The government has been and continues determined to bail out 
major finns from such contingencies. Nonetheless, should a major and prolonged 
economic revision develop, the Japanese might be hard put to cope with it 
without severe political and social strains. 

2& Despite resistance. Japans economy is likely to become more interna- 
tionalized, rather than more 'independent/ a* the decade goes on. But its strength, 
influence, and impact upon the international economic complei will continue 
to grow. For instance, Japan already leads (he world in shipbuilding and many 
consumer electronic products and in the mid-1970s probably will surpass the 
US in steel production. It also has reached the point of sizeable trade and pay- 
surpluses which are likely to continue for some time. Thus Japan's 
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Scoot Issues 



2a As Japan goo on setting richer, the d. ficieucies in its social infrastructure 
become more glaring TWs could become the LDKs greatest pitfalL The growing 
cities get most publicity, and do indeed badly need mare bouses, hospitals, 
scboob. sewage (acuities, and some easing of the appaDing traffic congestion 
and air pollution. But tbe politically pow-crful ruraJ areas abo need better water 
supply and roads and more modern farm equipment- And local government 
authorities arc demanding more rrf tbe money and authority now jealously guarded 
by Tokyo so they can cope with specific local problems. These needs have been 
neglected as most available money was plowed Hack into industrial growth , 
Now, Japanese attitudes clearly are chanfflng. While top LDP spok 

esroen during 

the last election campaign w*rc pointing with [wide to Satus success in the 
Okinawa negotiations with Washington, local candidates and tlie voters were 
talking about housing and roads and pollution and price*, Sato made 
subjects the core of his policy address to the new Diet in February. 



has the money to deal with these problems, and tbe Estub^ 
talking about thHr urgency. Perhap* more important, Japanese 
ol collective action and tight Wftd organization would make a con* 
I national effort more feuiible than in couotnvi more given lo individualism 
and separation of powers. More important even than money muy be the time 
needed to develop new programs. Tims the tavern roc nt \ effort almost cerlainlv 
will not entirely keep up with thr public's hopes If it thould fall ion far behind. 
It would hand the opposition the IxM pmnble isiuc on which to mount a mtifor 
challenge But wc think it man* liUly thai the Government will be alilc to exploit 
its efforts along these lines as a nujof njree of national pride, a demonstration 
of LDP responsibility, and grounds for satisfaction with continued LDP rule. 

31. The decade will aho tec further traruforma tion of Japan from a nation 
of rural -agricultural rom% to one permeated by the mlxm- industrial outlook 
characteristic of the Wert. TIic postwar fx-nod ol strong official encouragement 
and support to the far/uiy-«/cd farm unit is approaching its end. It is foundering 
on costly rice production subsidies, easy availability of urban employment for 
farm youth, the insatiable demand for residential and industrial acreage, and 
a growing understanding of the need to rationalize an inefficient vector of the 
national economy The LDP appreciates the problem but is caught between 
its dependence on the declining rural vote and a need to find more funds to 
meet the challenge of the dties and u» ensure supi>urt from the increasingly 
powerful complex of interests centered there. TV issue of reapportionment of 
Diet seats to reflect the realities uf pofxilirfon distribution encompasses most 
of this sensitive rural urban issue. 

APPIOVEIfOIIELEASf 

JAPAN'S WORLD ROLE 



31 Virtually all discussions of Jjpan :udude some reference to reviving 
"nationalism,' but tbe Japanese fhernsdves are not sure just what this term 
involves. It appears to combine a reassertion of overt national pride nt home 



with a compulsive desire to make the rest of the world notice, appreciate, and 
respect the Japanese nation and its works. It mcMes *ron S J iU^ined long- 
ing for a major Japanese voice in world councsb and. to the extent feasible, a 
powerful position in bilateral dealings with other nation*. But the practical con- 
sequences of such urgmgs axe far from dear. At the very least, Japanese desire 
for praise and international status wiD grow. For man)*, this need is satisfied by 
such things as the homage Western journals pay to Japan's economic accomplish- 
ments, A successful space program or a vn*U-puUicio*l attack on environmental 
problems could also provide outlets for "nationalist* emotions. 

33. The Japanese also place great importance on recently acquired member- 
ship in the Eighteen Nation Disarmament Conference and the International 
Monetary Fund Board of Directors. Japan rMrticvlarly desires to enhance its 
role in the UN. which it perceives to be well suited to Japanese aspirations for a 
big power role without military commitments. Government officials talk of 
-semipermanent" Security CouncJ membership, perhaps on a rotational basis, 
or even of permanent membership without a veto power. Either step would 
doubtless be seen by the Japanese as an interim measure toward eventual full 
Security Council membership The Japanese public *ev> thw aspiration* as a 
natural and desirable consequence of Japans postwar revival. Opposition by 
foreign powvTs, pirtieuiarly the US. could very wdl \*> taken as a national 
affront. 




34- Opinion abo b united on the need to continue to increase Japans share 
of world trade. For the nest several yean at least, 'foreign policy" still will be 
a matter of economic relations Japan will continue its search for 
of raw materials, for expanded markets for its 
for opportunities to establish eqwt^ienUtl plants In 
nearby coiintrU* with an abundance of cheaper labor. Government circles recog- 
ntae the importance of foreign aid in promoting Japan's oomm^dal mlm-st* 
abroad.* Arguments for more aid will abo be supported by the country \ large 
foreign trxdunge reserves, and tbc government* resulting desire to fend olf 
international pressure for revaluation of the yen. As a consequence of its exten- 
sive aid. Japan is likely to play a ma (or role m organizing multilateral aid 
cottfottia over the decode. 



35. Beyond these oCiivitu-s, most Japanese probably do not have any very 
dear concept* about Japans role in the world The majority of voters are much 
more interested in seeing urban traffic imdoggrd or farms modernized. Even 
many of the businessmen most active io foreign countries arc eager to avoid the 
sotl of political involvement which might offend, and thra damage trade with, 
anybody. But finding a suitable 'world role" has become an important goal 
for some leaders of the Japanese Establishment, and is an area of potential dis- 
agreement and friction among them. 





36. Japans search for in pbce in the world will evolve against a background 
of the balance among the 4 great Pacific powers — the US, USSR, China, and 
Japan itself. The present equilibrium is highly favorable to Japan. The antago- 
nism and military standoff among the 3 other powers gives Japan great freedom 
to pursue its own interests without immediate worries about Its security. More- 
over Japan, as the least idee logically commuted of the 4. can expect each of 
the other 3 in some way to bid for its favors as the decade goes on. The reverse 
of this picture could of course also be true; a major shift in the behavior of one 
or more of the 

could leave Japan the most exposed and 
In the immediately following paragraphs, we assume the following continuity 
in Japans Asian environment: that the Sino- Soviet jpllt will endure, and that 
the US. while less visible militarily, will remain a factor In Asia. (Section V 
discuss** the implications of ■ 
•) 




37. The US. Japans closest tlf»-*conotnlc. political, and military— .ire of 
course with the US and likely to remain so Economic link*, more than anything 
else, cement this relationship. The Japanese economy is heavily dependent on 
the US. to which R now sends about 31 percent of its exports Moreover. durin B 
the 1960s the composition of these exports shifted from light manufactures to 
the more soplulticated industrial products on which Japans further economic 
Crowth dept-nds. There is no apparent alternative market for these Japanese 
vxporU. especially so long as the European Community maintains import re- 
strictions on Japanese goods. In addition. Japan depends on the US for somu 
H percent of its total imports, including a growing supply of raw matt rials, 
and advanced production and somtifK equipment not readily available ebo- 
wherr These economic links arc of course supplemented by Japan'* rrilanci* 
on the US lor military protcvti^n and by the advantages ol having American 




on US goodwdl and 
iOpit however. Is a potential sourer of weakness m the US-Japanese relation- 
ship. For an increasing number o( Japanese, an essential component of their 
nation*! "mot power" Itatus will be its ability to stake out and defend nol 



■great power" itatus will be its ability to Hake out and defend political 
and economic positions independent ol the US and at times in conflict with it. 
For these Japanese, the issues may go beyond specific measurements of Rain 
and loss to encompass delicate questions of "face" in the international com- 
munity* This does not mean that a major breakdown of US-Japanese relations 
is HkeJy to occur on such issues as Japanese textile exports to iha US Bui ;t doya 
forecast a diminished willingness in Japan to bow to US prcssWt ■ 
other important controversies. Economic conflicts are virtuall>*^lw^™c*ove^ 
the decade, as US rxisirKssmcn try to open Japan to foreign goods and capital, 
and at the same time to restrict Japanese imports into the US. Competition for 
third country markets could also become acrirnonious, and difference* could 
arise over trade and credit policies toward China. Such issues are likely to be 
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men greater source of friction butW the two governments than ibc much 
publicized matte* of US military bases Id Japan. Nevertheless, we apfd that 
for Japan «he areas of mutual benefit to its ndattonships with the US will con- 
tinue greatly to outweigh the areas of conflict 

39. China. China looms Urge in any calculaOoa about Japan's role J 
is potentially both the most tempting Asian market for Japanese goods and 
Japan's neatest rival for influence to East Asia. In time. Japan might also come 
to sec China as a military threat, although there is little concern on** score 
at present- The Japanese hope that if they keep from provoking Peking and 
expand economic and eventually political links tbey will somehow help to draw 
Chin* into a more moderate course to its international reUlionsmps. meanwhdc 
mcrcusiiW Japan's role in its economy and leverage on its politics. They probably 
also see Chinas present hostility to the US and USSR as a special opportunity to 
improve Japanese influence in Peking. There is very little Japan can do to 
advance its aims 10 long as the Chinese leadership remains so hostile to its 
■Wge-buikUng* efforts- But it will persevere. 

■K>. Japan's efforts to improve relations with China probably will include— 
(airly early to the decade— winingness to cstend long-term credits for Chinese 
purchases of Japanese capital goods, and somewhat later, offers of diplomalic 
recognition Used on a formula that provides lad acceptance by Peking of 
continued Japan-* rebrJoos with Taiwan. How fast to move in this direction 
will be one of the livelier issues of Jananet*- politics. Japan is not likely to be 
seriously deterred from overtures to China because of Ibc anguish these might 
cause in Taiwan or the US But the chief importance of China in Japanese think- 
b« MM Ik- I waning by nuking Japan wary of doing anything In the rest of 
Asia which might provoka China today. k*t it diminish Japan's chances fur 
improved relations in the future. 

4L The Socle* Union. We do not foresee the development of anything re- 
sembling a close political relationship betwem Japan and the Soviet Union to 
the l&TOs. The Japanese have long distrusted Russian ambitions in Asia, and now 
would be especially cautious ibo.it closer ties »nh the USSR which might 
antagonize China. The Soviets, for their part, clearly have mixed feelings about 
their relations with Japan. They routinely denounce Japan as a staging Use 
for ■capitalist" influence, and of course for the US military, to A*ia. But they 
may be coming to wonder whether Japan* influence in Asia, and even it., 
military tie with the US. might be a useful counteriorce to China. Japanese- 
Soviet relations are likely to continue erratic during the decade, with the 
Japanese suspicious but always eager to repood to Moscow's friendlier moods. 
As a general nib. the more antagonistic the Sino-So«et relationship, 'j^™* 
incentive the Soviets hate to encourage reasonably friendly relations "'JJJJ^.,!. 
But prospects arc not good for a formal change in relations. e.g.. a peu«WfclP»»" 
to conclude World War II. unless Moscow should find compelling reason to 
return the southern Kuril Islands and neighboring islets taken from Japan at 
the end ol the war. This now appears unhkely. 




42. In the economic sphere, there are things the Soviets and Japanese want 
from each other. Chiefly, Moscow wants Japanese money and technical expertise 
for the economic development of eastern Siberia and the Soviet Far East, and 
the Japanese are interested in that regions industrial raw materials. Tliere will 
be progress along these lines, but it will be slowed by the Soviet tendency to 
demand marc capital and easier terms than the Japanese wish to offer. NforC- 
over. this development i> not of first importance to either country. Japan can 
for the most part find more attractive sources of raw material supply, and the 
Soviets give relatively low priority to the development of their eastern lands. 

At 

' of the Pacific power balance, as well as of its 
with the US. under which to pursue its international ambition* 
One immediate question about those ambitions is what part of the world Japan 
belongs in. Its leaden often like to identify w,th the industrialized powers of 
the West— reflecting both justifiable pride In Japans economic achievements and 
corresponding arrogance toward their nearer neighbors This emotional nttruc- 
tton accords with Japan's economic interests, which are focused especially on 
the sophisticated markets and vast raw material sources of the US, Canada, 
Australia, and New Zealand. In political and strategic terms, Japanese leaders 
like to think of an informal community of these developed Pacific Bcsin nations — 
a grouping of nch and politically stable states connected by safe lines ot air 
and sea communication. The Japanese and Australians, for instance, share major 
ami* of mutual interest: Australia's continued economic growth is larguly tfud 
to Japanese purchase of its raw materials; and despite quite different policies, ihn 
two share banc goals with respect to Asian security problems. Much of Japan's 
diplomatic activity o>cr the decade will he devoted to strengthening tics with 
the Pacific Bum states, perhaps extending 10 some sort of formalized political 
jpouping among hSem 

44. The Japanese abo look to the nations of Wetfem Europe, measuring with 
pride Japan's greater eimomic gains and with some sensitivity it* lower standard 
of living They hope to increase sales of Japanese products in Europe's affluent 
societies ^vhich in tid^htiovi to the ec^srsornic advantages sv^yuld help decrease 
Japans reliance on American markets, itcemtiy the EEC countries have also 
shown increasing interest in broadening trade with Japan. 1 Wider economic 
relations in turn would facilitate closer political relations between Japan and 
Western Europe. Japan might in some circumstances seek help from France for 
its nuclear program, e.g., in acquiring unsalcguarded uranium or even in de- 
veloping a missile guidance system And the Japanese probably also feel a com- 
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43. While the developed world rnay^h* ^J*^™^^^ £ 

neighbors. It has overtaken the US is the chief trading partner of almost every 
country in East Asia, and U the prime market for the raw materials which are 
virtually all that many of these countries have to sell South Korea and Taiwan 
have in some respects become etfoiiions of the Japanese economy, as Japanese 
firms tmve moved into both in order to lake advantage of lower labor costs- 
Elsewhere in East Asia, Malaysia, Singapore. Hong Kcmg. or Thailand might 
also be attractive sites for Japanese investment in labor intensive Industries ilung 
the pattern of South Korea and Taiwan. Otherwise, Japan is chiefly interested in 
those states with abundant raw materials and reasonably stable political life. 
Thus Indonesia, Malaysia, and Thailand, in particular, are targets for Japanese 
investment in eitraetiv* industries. Indochina, on the other hand, will be of 
relatively litHe economic interest until postwar reconstruction begins, 

46, However aloof Japan ouRht like to remain from the political troubles of 
its Asian neighbors, its rconomic role docs in fact carry with It an implicit en- 
tanglement. Most Japanese, especially among the younper generation, appear 
indifferent (o anli-Commurast appeals, but they do wanl Asia to be sufficiently 
stable for Japanese to go on doing profitable business there. The issue in Japanese 
minds h wlint role Japan ought to play In bolstering Asian security. Their in- 
to In •cnoocnic Wrra The rrpon will continue to get the 
s foreign aid. This Oil) will be primarily aimed at advantinfi Jap- 
rcial enterprise; but as the decade goes on Tokyo may bo more 
to use aid money for promoting overall political viability and general 
ipon already has taken the major role in the Asian Develop. 
onsorcd regkxul meetinp on such subject* as agricultural 
and Indooewas debt. The Japanese may view themselves as a 
kind of middleman between the developed states and their more luckward Asian 
brothers. Particularly in the UN. they may try to be East Asia's spokesman to 
the West. 



47. TV Special Cares of South Korctf and Tciuen. South Korea and Taiwan 
ore special cases for Japan, by virtue of their strategic location in Northeast 
Aua. Japan s heavy investment in their economies, and historical ties with lioth. 
In both cases, government exchanges will grow in matter* of intelligence and 
internal security. The Japanese count on continued US guarantees to both coun- 
tries, however, and hope not to have to do much more about the security of 
either neighbor. Japanese public does not shore its leader. ,eose of involve 
ment in the fate of either countrv, and any projected 'military adventure" abroad 

would be a divisive issue even within the lea<jersirip. We do not beli. Wflfffl FOI lELEASf 
would involve itself in the defense of Taiwan in any foreseeable orturraaapan; 
if only from fear of confbet with Peking. 

48. South Korea is a less cleaxcut case. But so kx»g as the US commitment 
there seems dependable japan is unlikely to pUy more than a marginal military 



role in its defense, as a base for US opera boo*, and if necessary as a guardian 
of tdr sea lanes between Japan and the peninsula* The Japanese are generally 
optimistic about prospects foe avoiding conflict in Korea, And they see a unique 
role for themselves: to improve their own relations with North Korea and so 
help "civilize* it; and to work for a North-South modus vivendi, thus defusing 
the threat of war before the US loses Merest In South Korea's fate. If, however, 
thrre should be a renewed threat to South Korea from the North which Wash- 
ington seemed unlikely to meet resolutely. Japanese politics would be strained 
by the question of Japans role in the struggle and especially of whether to tend 
troops to defend the South. Some government leaders probably would want 
to intervene, but it is doubtful that they could create a national concensus in 
favor of action. Many Japanese, especially the younger ones, soe little com- 
pelling national interest m the preservation of a non-CommunUt South Korea 
and feel no threat to Japan from 



40. Southeast Aria. The Japanese also are testing the waters for what political 
role they might play in Southern* Asia. They will increasingly want to be in- 
cluded tn Asian uWiu* <ruupt. r - .a conference on Cambodia or expanded 
Vietnam**** peuc* talks, TVy probably would join, and gradually play an inv 
portant role in. any UN or other international peace-keeping activity in Southeast 
Asia arising out of the Iodochlna war. Japan will try, however, to keep all Hi 
Southeast Asian activities multilateral and noivirulttary. It wants to avoid 
ing its neighbors about its own amotions ui tl* area, but even more it 
to avoid direct responsibUity for any other country * troubles or In j 
countries quarrel. Clearly, one motive for Japans growing emphasis on regional 
forums ii its desire to avoid bilateral responsibility and to keep pressure on 
the US. Australia, and New Zealand for continued involvement in Soul 



la* Role of the Military 

30, The greatest uncertainty in Japans groping lor a 'world role" it 
the military might contribute to it. The Japanese Establishment is agreed that 
some modest increase in military forces is desirable, if only for reasons of self* 
respect and national prestige. This argument is reinforced by a desire to become 
more obviously it>depet»dent of the US. and perhaps by Use hope of some that 
a larger Japanese military would enhance Tokyo's position with respect to the 
US. USSR, and China. There are powerful domestic interests which have a per- 
son al stake in going further still. Some important Japanese industrialists, with 
an eye on possible government contracts, are far ahead of the politicians in 
pressing for stronger military forces- And some ambitious Lit: 
most notably Defense Director Xakasooe, may try to play 
desire for prolige and profits by very ambiguous statements 
tary future. If the 1970s should see a contest between the LDP and Komeito 
is more -patriotic", this too could fuel the desire for a large militiiry 
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51- There is a potent school of thought, probably comprising a majority at 
present, who think quite differently. These men question the traditional coupling 
of "great power status 4 with strong military forces, especially in Japan's position 
as a recognized giant among its weaker neighbors. They argue that Japan | eco- 
nomic relations and political influence in East Asia would be damaged if it 
acquired the military trappings of great power status, Tney also question just 
whom Japan should arm agamsr. Few Japanese currently perceive a military 

And there is widespread aversion to being drawn 

"Crf Su> use uBleTba'ck^Ty 5 
weapons. And the sort of token nuclear force whic 
as a status symbol would be Utterly divisive at 
Japan Ls so assidously promoting abroad, without really achieving strategic In* 
dependence from Washington. If this line of reasoning prevails, the Japanese 
Just might be the first major nation to ask: "military power — for what?" These 
and other arguments against a massive military buildup will hnd considerable 
sympathy among the Japanese public, which is by no means cured of its "miclt;tr 
allergy*, which is still apprehensive about militarism, and which moreover is 
to pay for or enlist in a large defense establishment. 

among those conflicting pulb almost certainly will be a compromise which 
avoids foreclosure of any option for future decision. Ambitious politicians will 
look for ways to caplott the issue, but none will want (o expose himself to attack 
by getting too far ahead of the consensus And consensus will I*' tlowt-r in 
coming as the decisions become more difficult. 

53. Tht Stiiitaiy BuuV/up. The Fourth Oeicm* Man, now bring drifted to 

cover the years 19?2»I976, will he based on the assumption that |Im* \ S \ iji ■ . 

Security Treaty will remain in effect. The Treaty may lie "reinterpreted" to 
meet changing circumstances, but the government will want to avoid a inoi<» 
formal change which would require D*ct or Congressional apjwoval The Defense 
Plan is erpected to provide for a slow and orderly augmentation ol the Self* 




priority is to be givrn to 
improving the navy and air force; there also is to be some improvement in tlsc 
ground forces mobility and capability for Joint operations. By 1960, tin* defrme 
budget could go to as much as 2 percent of the CNP *— still relatively small 
proportionally but enough to give Japan the worlds Ufa or 3th largest defense 
budget* Kecruiting, however, will continue to be a problem, partly rv MM||yfcf 
Japans growing labor shortage. It is highly unlikely that Japans ^tffHffV 
will bt amended or 
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5L The defense related industries are likely to grow proportionately more 
than defense forces in the coming years A mator effort wil 



major effort will be made 10 produce 
most military equipment at home. High on the mihUiy industrial shopping list 
are research and development contracts, as well as production orders, for such 
advanced items as antisubmarine detection and landbascd nidar systems, a 
variety of electronic equipment, a wide range of ships and aircraft, and rockets 
and antimissile missiles. There also will be pressure on the government to allow 
Japanese industry to produce such things as bombers, "mm-nucW ballistic mis- 
sales, and antiballistic missiles, and to ease restrictions oo foreign sales of military 
equipment. All this would put Japan in a position to reduce its own purchase of 
US military goods and might eventually add an important line of exports, thus 
bringing Japan into competition with the US for sales to third countries. 

55 We do not however, eipect a dramatic change in the role of the forces 
Japan will be building during the lffTOs. The navy and air force will extend 
their area of operations, partly as a rrsuh of responsibilities assumed with the 
reversion of Okinawa, and eventually will come to accept a greater share of 
responsibility for defense of Japans vital lines of communications, The decade 
will probably also see routine Japanese naval cruises in the Straits of Malacca 
and perhaps in the Indian and South Pacific Ore™ But it u unlikely thai Japnn 
will want to station any focve* abroad or to accept foreign military commit* 
menO— certainly not bilateral ones. At most. Japan might contribute some civilian 
I>olior and security officers to an mtenuttonal tniee-kccping fore- for Vietnam 
or possibly tome UN operation further afield. 

56\ We arc less certain about Japan* military nuclear futuir. Some in the 
Establuhnwm see a national nuclear capability as a natural component of 
Japans "big power" status. A far greater number of Japanese still arc appalled 
hy the very idra. And most probably are tincvrvfy troubled at the prospect ol 
having to choose between continued and obvious lelionce oo the. US, and the 
economic and political costs to Japan of acquiring its own nuclear weapons. The 
policies of otlwr nations will be important. Japans nuclear temptations will be 
stronger if several others, especially another Asian, should acquire a capability 
And Japans eventual decision will be profoundly affected by US and Chinese 
pojtures, or what the Japanese think them to be An antiballistic missile system 
would be especially relevant for Japan if it felt exposed to a hostile China and 
uncertain about the US- If Japan wanted to acquire a nuclear antiballistic mis- 
sile it would have to denounce the Nuclear Non-Proliferation Treaty (which 
it has signed but not yet rahhed,; but this probably would not of ilself be a 
major obstacle. 

57. On balance, we think that unless tlie Japanese come to feel some fairly 
imminent threat to fAemsefce* lor which US protection is decme 
restraints will outweigh the temptations at least for 
from entering a foreign war. acquiring nuclear weapc 
troversiaJ step any Japanese government could take and the one ^udTwouid 
male it most vulnerable to political criticism, especially from within IcadmhtD 
circles and from its Asian 
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58- Japan certainly will want to keep its nuclear option open, through develop- 
ment both of peaceful uses of msdear energy and of a sophisticated space pro- 
gram. Japan U in a poution, if it chose to ignore safeguards on fissionable 
materials presently on hand, to produce a nuclear device some two to four 
years after deciding to do so. Another year or two would be required before 

be available. One probable motive for 

K strategic miaile development program based on eataing 
would take a minimum of three to five yean to 
complete. A* technology and hardware which the US has agreed to supply is 
exploited, the devdopmcnt tone probably will be reduced by ■ year or so. 

SO. US Bases. Japans efforts to build up its conventional military forces will 
reinforce already growing desires for reduction of the US bases in Japan and 
Okinawa. Defense Agency Director Nakasooe has made public suggestions for 
joint US-Japanese use of US box* and for the eventual return of all US facilities 
to Japans Self.Defens* Force or to the public for non-milrtary use, the Japa- 

ISn*i^ ^Ue'u^t ^'^IdC a l^wfaa^^ 

against the US base* at some point in the decade, it seems more likely that the 
Japanese will pra for gradual tram.horul arrangements with torn* utc 1eadin« 
eventually to complete Japoj**e assumption of control During the 1070*. Tokyo 
may wan* to reduce the US base structure to little more than the naval bases 
as SsUebo and Yokosuku, the Mbawa airhaw in north* Honshu, and a few 
major air and logistics installation* on Okinawa, .ill of whuh tan \>%* considered 
important for the prottxtion of Japan and its vevunty intercuts in Northeast Asia, 
even in these instance*, the Japanese probably will press (or the lorma) transfer 
of the bases to their control Although tacitly .tccvptin^ eufisidcsalric US freedom 
of action in use of such bast?, the Jajsaitvw will dearly "-!< 1 their right ol 
"prior consultation" over the deployment of US forces from Japan as a veto 
power. But so long as Japan ts ultimately dcpenderit on US military protection, it 
probably will want to keep some US bases in order to facilitate and Rive credi- 
bility to that protection .And. in the interests of regional uvurity, it will not want 
to dilute too obviously the US deterrent to Chinese or N'orth Korean aggnirion 
on the mainland 



IV. UNSETTLING CONTINGENCIES 



60. The government's ability to follow the cautious, option- holding course we 
have outlined depends not only on its own efforts but also on the international 
environment in which it will be operating, and especially on the behavior of 
the three major powers— the Soviet Union. China, and the US-againsL 
Japan measures its interests. If. to take the most extreme case, the U; 
China should patch up their differences and seem genuinely th r ea te ning' 

and if at the same time the US should be going through a spell of post* 
the Japanese probably would feel forced to 
would have to 
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independent mililar>- effort, including the production of nuclear weapons, or 
try to reach accommodation with the threatening powerjs). Whether it could 
establish some land of consensus in favor of either course, or would have to face 
a bitterly divisive polarization of the nation, is difficult to predict and would 
of course depend on the circumstances in which the threat arose. 

8L Much of course depends on the future of Sino-Sovict relation.';, and 
whether Japan can continue to expect each of the ri\al Communist giants to be 
at least friendly enough to want to keep Tokyo from the arm* of the other. The 
Soiref Union has the greatest capacity to threaten Japan, and is the 
which has historically most worried the Japanese. But most Japanese 
the USSR to remain cssentuDy a conservative force during ihe 1670s, 
the status quo at home and in what is left of its satellites. China is a 
more doubtful factor in Japan's long-run cakulatiom. All Ja 
as well as its defense thinking, largely hinge on whether the 
to see China more as a source of potential opportunity than aj a threat. 



62. The central factor in Japanese strategic calculations, however, will continue 
to be the VS. So long as the Japanese believe they can depend on Washington', pro- 
tection, they are unlikely to t* panicked into abrupt departures in their mm 
defense pokey. As we have noted above. large US forces in Japan will not be 
necessary to make the alliance seem valid, but neither will US force, in Japan 
alone be entirety sufficient; tome important Japanese would be seriously 
alanned by the spectacle of an "abandoned- and threatened South Korea. By 
-rs.t. further I I I I of the fusing in Indochina could revive Japanese 
that their military ties w,,h Washington might somehow draw them into 



V. IN SUM . . . 

61 Japan, then, is embarked on a seM-cunscious search for its "rightful placo" 
in the world. But barring wmr fairly dramatic change in the international 
environment its i»rogre*» will be cautious, as the government carefully feels (Hit 
^t fct tt^jMlby ^b ^ ^ ^ It will have to maneuver among 

asp.rahons for political statu, and influence againsi (ears of b*U™ drawn into 
other people's problems or hurting trade. 

64. As Japan goes on getting richer. Its citizens will become even more self- 
confident in pursuing their economic interests abroad By the end of the decode. 
Japan will be more nearly an equal in its economic relations with the US: is 
likely to be the dominant external factor in the ecoiWmic hfc of non-Commumst 
Asia, and the largest external economic influence in China. Australia, and New 
Zealand; and in ail Welihood. will be the greatest single c^*,ttWI»*|«ElMSf 

somewhat more careful about political than economic assertiveness. While In- 
creasingly eager to assume a major role in multilateral forums, it will continue 
wary of bilateral commitments, particularly any requiring a military contribution. 





65. There will inevitably be disagreements with the US on many issues* Japan 
will be loo assertive economically to suit American businessmen, and lew willing 
to take a security role than Washington might wist It will continue to expect 
US nuclear protection as a matter of America'* own interest without being will- 
ing to do much in return- And it wtfl be increasingly sensitive to Japanese inter- 
est* in international negotiations over, for instance, nuclear power. Nevertheless, 
the essential ties with the US wiH endure, based on economic interdependence 
and mutual Interest in the stability of East Asia— a community from which Japan 
cannot withdraw. But Japanese awareness of their reliance on these ties will 
itself add to their desire to appear independent of the US. especially in Asian 
policies. Probably more importanl than any specific change in Japan's world 
role will be the change in Japanese attitudes. Especially in military rtulten and 
in relations with the US. pragmatism will prevail over sentiment in Japanese 
Uunking One of Japans chef goals in the 1970s, a motive force behind the 
search for diversified resources and markets, the development of Japanese 
technoJogy, the buildup of military potential and the groping for a political 
voice, will be to merest* Japan's ability to act independently of— or in certain 
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Summary 



For 
>up of 



the past two and one half yoars a relatively small 
Japanese terrorists ■ working with the Popular Front 
for the Liberation of Palestine (PFLP), has conducted or col- 
laborated with the PFLP in three terrorist operations. These 
incidents — the Lod Airport massacre in May 1972, the Japan 
Airlines (JAL) hijacking in July 1973, and the Singapore in- 
cident in January 1974--are believed to have been planned by 
the PFLP and then implemented with the assistance of Japanese 
radicals operating out of the Kiddle East. In the recent suc- 
cessful operation in the Hague to secure the release of Furuya 
Yutaka, a Japanese Red Amy (JRA) comrade held in a French 
Jail, the JRA appears to hmve acted Independently of the PFLP. 
An interrogation of Furuya led French police to a network of 
JRA members in Paris which was planning attacks on Japanese 
businessmen and a diplomat in Germany. In spite, of obvious 
flaws in the forged documentation carried by JRA members in 
past operations, JRA terrorists were still able to enter target 
countries with little, if any, difficulty. 



Current information frc -H^H JHHHthe U.S. 

Embassy in Tokyo indicates that the JRA haslittTesupport from 
or connection with other terrorist organizations operating in 
Japan. The JRA is not "red" In the old communist interpreta- 
tion of the word and is not an army in the conventional sense. 
The JRA has no known ties of any kind with the USSR, China, or 
the Japanese Communist Party and appears to have little or no 
appeal to most leftist Japanese youth. Little is known con- 
cerning its ideology other than adherence to a form of world 
revolution in which the masses will rise up and defeat the 
existing imperialist governments; 

In 1969 a group calling itself the Red Army emerged in 
Japan, advocating violent revolution. This organization ap- 
parently was little different from the approximately 27 othe 



parently 
radical group 



then operatin 





years several groups 
antecedents in the old Red Army of 
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iy69 have emerged with such names as the Red Amy Faction, The 
United Red Army, The Red Aroy Guard, The World Red Army, The 
Red Army Arab Committee and now the Jaoanese Red Armv. 




Available information indicates that Shigenobu Fusako, 
currently thought to be the leader of the JRA, made contact 
with the PFLP in 1971. In May 1971 she helped produce a film 
called "The PFLP and the Red Army Declare World War." She also 
appears to have participated in the publication of a book en- 
titled The Arab Guerrillas and the World Red Army . It is not 
known whether Shigenobu and her JRA followers initiated contact 
with the PFLP on their own volition or as the agents of a ter- 
rorist organization inside 



Okudaira and two other Japanese radicals were trained and 
sent by the PFLP into Israel to perpetrate what is now called 
the Lod Airport massacre in Hay 1972. It is likely that the 
three men were not members of any well-established organiza- 
tion in Japan, but rather individuals who were motivated by the 



roa. 



PFLP spokesman in June 1972 readily admitted that the PFLl 
trained and dispatched the Japanese terrorists on the Lod 
mission. 



had 



Following the Lod operation there were a few reports that 
Japanese rad icals and the PFLP intend ed to mount more joint 
operations. Mmmmmmmm^^^MBH^^B the targets were to be 
airport facilities in Germany, Switzerland, Italy and France. 
The Japanese reportedly made this agreement with followers of 
Wadi Haddad, chief of the PFLP's Foreign Operations Committee, 
but without the knowledge of PFLP leader George Habbash. 

On 20 July 1973 a combined JRA-PFLP group hijacked a Japan 
Airlines (JAL) Boeing 747 as it departed Amsterdam's interna- 
tional airport. The aircraft finally landed four days later in 
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terrorists destrc 
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In a press confe 
spokesman m Damascus d 
monopolistic, exploitat 
the Geneva efforts for 
problem. Negotiations 
terrorists dragged out 
PFLP terrorists seized 
demanded that the four 
flown by the Japanese g 
and Kuwaiti governments 
Singapore terrorists an 



?SJ,Ji!L d H * fler lh « ««*ck, a PFLP 
escribed the operation as a warning to 
ive oil companies and as a rejection of 
L?" Cef !J $eltle »«nt of the Palestine 
between Singapore authorities and the 
for seven days, and on 6 February five 
the Japanese Embassy in Kuwait and 
Singapore terrorists be released and 
overnment to Kuwait. After the Japanese 
agreed to these conditions, the four 
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ve comrades were flown 



e subsequently 




1*) 
1.6(d)(1) 



(D 



3 

NO FOREIGN DISjjl^O.NTROLLED DISSEM 



no fgr=:g.\ :: ^/controlled dissem 



Japanese Red Amy Activities in Europe 



On 26 
a Japanese 
ten rhnusa 



July 1974 
national , 



French authorities arrested Furuya Yutaka, 
for possessing four altered passports and 




organization 



Apparatus 
Apparatus is a Paris-based 

provided support in the way of training, documentation and fi- 
nancial assistance to revolutionary and national liberation 
groups in numerous countries. Financial support for the Curiel 
group is believed to cone from fees it receives for services 
rendered to the various organizations it assists. 



was T 



The most important JRA member arrested and interrogated 
fakahashi Taketomo, believed to be the chief of the Euro 
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Threa JRA members successfully obtaW_th« r«lf*M of 

Furuya (Yw»d«) - Fren < h P ri "? in "f*: 5 ??. 1 .!?!!!!!' 

well-planned and coordinated operation which 

the French embassy in the Hague and trading 
eight other hostages for Furuya and his documents. 

The hostages were held from 13 to 17 September, when Dutch 
and French authorities finally reached an agreement with the 
JRA terrorists. After leaving behind their hostaaes . the 
ierrorHtl were give* U.S. $300,000 and wer. 
Amsterdam in an Air France 



involved seizing 
the Ambassador and 



to leave 
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JRA Modus Operandi 

While there is little information available on the JRA to 
illustrate definite patterns of operation which could be indica 
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Unfortunately no pattern of JRA activities can be obtained 
by comparing the Lod and Singapore incidents, because the 
operations were so different. At Lod the task was to kill as 
many people as possible with automatic weapons and grenades. 
Therefore a minimum amount of preparation was necessary. At 
Singapore, however, the terrorists prepared detailed plans over 
a month in advance. 




NO FOREIGN DI 



CONTROLLED DISSEM 




9 



NO FOREIGN D J^BT/CONTROLLED DISSEM 



2 3 DEC 1974 



SUBJECT 



>ers of the Working Group 
Cabinet Committee to Combat Terrorism 

: Study on the Japanese Red Army 



1. Attached for your information is a copy of a study 
entitled "The Emergence of the Japanese Red Army". The 
study traces the origins of the Japanese Red Army (JRA) with 
emphasis on its past terrorist operations in conjunction with 
the Popular Front for the Liberation of Palestine (PFLP) . 
The discovery of a large JRA network in Paris is also dis- 
cussed in detail. 



2. Copies of a revised edition of this study are being 
disseminated abroad to selected liaison services. 



5. Additional CO] 
this office! 



ies 




be obtained by contacting 
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CIA Memeober, Working Group 
Cabinet Committee to Combat Terrorism 
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MEMORANDUM FCR: D/OER; 



The attached material was forwarded 
to Mr. J. Mishell George, Director of 
Joint Commission Secretariat, Department 
of Commerce. They will form part of a 
briefing book being assembled in support 
of the Fifth Session of the Joint US-USSR 
Commercial Commission, which is to meet 
in Moscow on April 10-11^2975. 
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Japanese- Soviet Negotiations on Siberian 
Economic Development 

'x. 

The pace of Japanese involvement in Siberian and 
Far Eastern development picked up markedly with the 
recent signing of three separate agreements dealing 
with (a) Corestry development , (b) exploitation of 
coking coal deposits, and (c) exploration and 
development of offshore oil and natural gas. 
Negotiations are also und*» :iv for pulp/paper plants 
costing more than SI billion. / trior to 1974, the 
Japanese had sianed agreements for a *mall forestry 
development project (1968), port construction at 
Vrangel Bay (1970), and a wood chip processing 
plant (1971). 

Projects Completed and Underway 

Timber and Forestry Agreements 

In 1968 tho USSR and Japan concluded a five- 
year agreement on the development of timber 
resources in the Sikhote Alin Mountain aroa of tho 
Soviet Par East. Under the agreement, a Japanese 
consortium supplied $166 million worth of equipment 
and consumer goods. A second and larger agreement 
was signed last July whereby the USSR will receive 
S550 million in timber cutting and processing 
equipment, ships, and consumer goods. In both 
cases, Soviet purchases are covered by Japanese 
Eximbank credits. Soviet ability to repay the 
credits was guaranteed by long-term Japanese 
commitments to purchase Soviet timber. In 1971 a 
different Japanese consortium concluded an agreement 
for the construction of a wood chip plant. The 
USSR received $50 million in equipment and consumer 
goods under credit in return fcr deliveries of wood 
chips and pulp over a ten-year period. 

Port 



In December 1970 an agreement was signed for 
construction of a new seaport, Vostochny Port, 
located on Vrangel Bay about nine miles from 



CONFT DENTlAL 



■ ■ 



-2- 



Nakhodka. The Japanese Export- Import Bank furnished 
an S80 million credit for machinery and equipment. 
The new seaport will be capable of loading coal and 
wood chips as well as handling containerized cargo. 
Storage and warehouse facilities, railyards, and a 
railroad spur connecting with the Trans-Siberian 
railroad are being built. Vostochny Port could play 
an important part in long-term Soviet-Japanese 
development of Siberia since it would facilitate 
movement of goods and raw materials of considerable 
interest to Tokyo. 

Chul'man Coal Deposits 

In June 1974 the USSR signed an agreement with 
a consortium of Japanese firms to develop coking 
coal deposits near Chul'man in Eastern Siberia. 
Concomitantly the Soviets concluded an agreement 
with Japan's Eximbank for $450 million in long-term 
credits to finance Soviet purchases of coal mining 
equipment, railway equipment, and consumer goods. 
In return the USSR will supply the Japanese consortium 
with 104 million tons of coal in 1979-99, representing 
5% of projected Japanese needs. Soviet earnings 
from the project could exceed foreign exchange costs 
by several billion dollars. US firms may be asked 
to supply some of the advanced equipment required 
by the USSR. 

Offshore Exploration for Sakhalin Oil 
and Natural Gas~ 

In January 1975 the USSR and Japan reached 
agreement to jointly explore oil and natural g.^s 
deposits along a portion of the continental shelf 
around Sakhalin Island. A Japanese-led consortium 
will extend up to $200 million in risk capital over 
the next five years to cover its share of exploration 
costs, and the USSR will receive $50 million in 
capital goods under an Eximbank credit. In return 
Moscow has granted the consortium a long-term option 
to purchase up to one-half of all oil recovered. 



Pro jects Under Discussion 
Pulp/Paper Plants 

Moscow has requested Japanese firms to submit 
cost estimates for two pulp/paper plants to be 
'built in the Soviet Far Bast. Together the plants 
would have a planned annual production capacity of 
roughly 1 million tons of newsprint, paper, and 
bleached pulp and are expected to cost over SI 
billion. The Japanese would probably import a 
sizeable share of the output. 

YakL . sk Natural Gas Exploration 

1,. April 1974 the Japanese Eximbank agreed to 
provide $100 million in long-term credits to finance 
the Japanese share of the exploration phase of the 
Yakutsk natural gas project. The loan was 
contingent on the availability of matching funds 
from the US, which have no> yet been granted. 
(Additional information on Yakutsk is contained in 
a separate paper.) 
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Major Credit Needs and Availability 
for USSR 



Need for Credits in Perspective 

Moscow has relied heavily on medium and long- 
term Western credits to finance capital equipment 
imports from the West since these credits became 
generally available in the mid-1960s. Credits 
covered practically the entire hard currency trade 
deficit incurred by the USSR in 1966-71. Very 
little gold was sold. In 1972-73, the USSR incurred 
a cumulative deficit of 53.1 billion, more than 
double the deficit of the previous six years. In 
large part the deficit resulted from record imports 
of Western grain. Even so, the USSR imported a 
substantial volume of machinery and equipment thanks 
to the availability of Western credits. Net 
Western medium-term and long-term credits of $1.3 
billion covered less than half of the deficit of 
1972-73. Large sales of gold (at rising prices) and 
short-term borrowing covered the remainder. 

Large Soviet Orders Based on C r edit 

Heavy reliance on Western credits enabled the 
Soviets to boost orders for machinery and equipment 
to 54.1 billion in 1974 compared with S2.3 billion 
in 1973. Also in 1974, the USSR contracted for 
about 52.5 billion in large-diameter pipe in Western 
Europe. The majority of the equipment orders and 
all of the pipe orders are supported by long-term 
Western credits which will be drawn down as 
deliveries are made in the next few years. 

Co ntinuing Need for Credit 

The turnaround in terms of trade with the West 
and the resulting hard currency surplus of 51 billion 
in 1974 does not signal the end to Soviet need for 
Western credits. For one thing, continuing 
inflation in the West is eroding the price advantage 
recently won by Moscow. Secondly, Moscow's 
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strategy for increasing trade with the West relies 
on a continuing stream of long-term credits, 
especially in connection with its ambitious 
resource development projects and their commodity 
payback provisions. Thirdly, even if the USSR 
continued to generate hard currency trade surpluses, 
Moscow still would profit from using low-interest, 
long-term credits if the rate of inflation 
continues to exceed the interest rate. 

Ready Availability of Credit 

Nearly all major Western countries continue to 
offer large lines of credit with easy repayment 
provisions to promote their exports to the USSR. 
Recent lines of credit include (a) the April 1974 
extension by Japan of $1.1 billion in support of 
Siberian development projects. <b) the December 1974 
extension by France of $2. 6 billion, (c) the 
January 1975 extension of Italy of S600 million, and 
(d) thi February 1975 extension by the United Kingdom 
of S2.3 billion. In addition, Japan continues to 
grant low-interost, long-term credits to support 
other equipment orders. An additional Sl-52 billion 
in credits from Japan and Italy seem likely in the 
near future. The West Cerman government does not 
subsidize interest rates as do other Western 
governments; instead, the German financial community 
continues to come up with substantial long-term 
credits to support major equipment orders placed by 
Moscow, notwithstanding the alleged cash deal for 
the Kursk steel project. Meanwhile, Moscow is able 
to augment these traditional sources of credit by 
borrowing in the Eurocurrency surket and from the 
newly affluent oil-producing nations. 
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Current Outlook for the Soviet Economy 

The Soviet economy grew by an estimated 3.2% 
in 1974, shielded from the recession and double- 
digit inflation plaguing the West by (a) its cen- 
trally controlled economic mechanism, and (b) its 
high degree of economic self-sufficiency. 

— Industrial output in 19 74 grew an esti- 
mated 6.8%, the highest rate since 1970. 
The leading growth sectors were energy, 
producer durables, chemicals, and 
processed foods, a reflection of the 
priority given technological advance and 
expansion of farm output. 



Agricultural production fell 3.3% below 
the record set in 1973 because of poor 
weather; nevertheless, grain output at 
195.6 million tons was the second 
largest in history, and cotton output 
reached a new high. Moscow bought only 
6% million tons of Western grain for 

??iJ*?27 *? fiscal y ear 1975 ' compared 
with 10S million tons delivored in FY 

19 74, and carried over largo grain stocks 
from the 1973 record harvest. 



Consumer welfare continued its steady 
rise, featured by increased availability 
of meat and dairy products, soft qoods, 
and automobiles. 

— The hard currency tra<!e surplus reached 
an estimated $1 billion in 1974, com- 
pared with a nearly $. billion average 
deficit In 1970-73; price increases for 
Soviet oil and other raw materials far 
outweighed price increases for imports. 
Trade with the West boomed, growing by 
almost 48% and accounting for 31% of 
total Soviet foreign trade. 
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The Soviet economic plan for 1975 anticipates 
that GNP will grow at more than double the 1974 
rate. 

— The planned matching of last year's 
industrial growth will be difficult to 
fulfill. According to Soviet statistics, 
industrial output this January grew 

only 6.7% compared with 9.6% in January 
of last year. 

— A jump of almost lit in agricultural 
output is scheduled. So far this year 
the weather has been favorable for 
winter grains, malting a record crop 
possible. Moreover, history shows that 
good winter crops are usually followed 
by bumper spring crops. 

— Many original consumer targets for 1975 
will not be net because of disappointing 
harvests and lackluster performance in 
housing and the light and food industries. 
Nonetheless, Moscow remains firm in Its 
commitment to raise living standards, 

as witness the continued strong support 
for agriculture in 1975. 

— The hard currency trade surplus in 1975 
may match the SI billion of 1974 in 
spit.- of ,i feellM Oi iO;--. r.sw n.it.-ri .-■ 1 
prices. This financial cushion will 
help the Soviets to pay cash for some 
purchases and to resist high interest 
rates for Western credits. 

From a longer-run perspective, the Soviet 
economy continues to be rostra ned by endemic prob- 
lems. Moscow cannot readily translate its temporary 
advantages in dealing with the West into remedies 
for these problems. 

— Increases in productivity remain below 
expectations, particularly in the farm 
sector. 
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— The slow introduction of new techniques 
and new products into large-scale pro- 
duction continues to characterize 
Soviet industry and is unlikely to be 
remedied by the piecemeal reforms under 
consideration. 

™ The poor assortment and quality of con- 
sumer goods, the dismal quality of con- 
sumer services, and the housing shortages 
persist. 
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Japan\ ("kinging Relation s 
With Chin* and the I SSRgj 



Japan > till toward China and away from the USSR over the pust decade 
rttrtends a fundamental >hift in the strategic equilibrium in Northeast Asia. 
Tokyo can no longer plausibly claim -a* u did in the mid-1970s to be 
pursuing an cvenhanded polk) toward the two Communist powers. Instead. 
Tokyo is steadily weaving closer ties with Beijing, while its relations with 
Moscow have cooled con*tdcrabl> 

Barring unexpected changes in the determinant* shaping Tokyo's policy 
Soviet-Japanese relations probably will remain cool through at least the 
mid-1980s. Sino-Japanesc relation*, on the other hand, probably will con- 
tinue to grow stronger. On the assumption that this will take place in a 
context of continued coolness in LS-Soviet relations* a healthy LS-Japan 
alliance* and further improvement in Sino-US relations, the Soviet tniun 
will find lUcIf increasingly isolated in Northeast Asia 

This does not mean that Japan desires to align itself with China again*! the 
Suvict _L'nig n or to adopt an antagonistic stance toward that country The 
Jjpane>c Government believes thai cither policy would endanger national 
security and will be careful that the realignment does not proceed loo far. 
Particularly in areas of Soviet sensitivity, Tokyo will resist pressure to make 
its policies conform to those of Beijing. Moreover. Japan is likely to 
experience frustration in its economic dealings wiih China and to retain a 
lively interest in stable, if not greatly expanded, trade with the USSR. 
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Till lo»ard< hiaa 

Japan's relations with the 1*0 Communist powers that 
dominate the As tan continent have undergone a fan* 
da mental change over the pail decade The process of 
change has moved through iwo distinct period* The 
first covered approximately 1972-74, while the second 
began in 1978 and nu> not yet have concluded. At the 
beginning of the 1970*, the Japanese Government was 
attempting to maintain a reasonable balance in its 
approach to the two rival Communist states and had 
reason to hope that it could improve relations with 
both. By the end of the decade, the Japanese had 
succeeded in strengthening their ties with China, but 
relations with the USSR had deteriorated, and Tokyo 

\ to be pursuing an 



Union, The Lnited States 1 opening to China and the 
relaxation or US-Soviet tension* cleared the way for 
the Japanese to work out an accommodation of thetr 
own with the Chinese and to attempt an improvement 
in relations with Moscow. The restoration of diplo- 
matic relations with China proved easy enough. Even 
before Tanaka became Japanese Prime Minister in 




eptember 1972 laid to rest the criti- 
cal Taiwan issue that had blocked the normalization of 
relations 

Tanaka next moved to achieve a similar breakthrough 
on the Soviet front. Although diplomatic relations had 
been restored in 1 956. Japan and the Soviet Union had 
never agreed on a peace treaty after World Wax II. 
The only obstacle to such 3 treaty ■ 





refusal to return four small islands north of Hok- 
kaido — the so-called Northern Territories that n had 
seized in the closing days of ihc war and that the 
Japanese consider an integral part of their homeland 



Tanaka apparently calculated thai the prospect of 
rapidly warming relations between Japan and Mo* 
cow's Chinese antagonists would be sufficient induce- 
ment for the Soviets to think seriously about relaxing 
their gnp on the disputed islands In addition, the 

in involving Ja- 
Part of 
to have been to give the 
to come to terms on the 
by cultivating their desire for Urge- 
Japanese participation in various Siberian re- 
development schemes Immediately after his 
trip to China, the Prime Minister sent Foreign Min- 
Ohira 10 Moscow to prepare the way for him to 
make a visit to the Soviet Union, a trip viewed as the 
logical sequel to Tanaka's pilgrimage 10 Beijing. | 

The Tanaka- Brer hnev summit in Moscow in October 
I97J proved to be the apex of Soviet-Japanese cordial* 
ity. Brezhnev spoke enthusiastically of the advantages 
both parties would derive from economic cooperation 
in Siberia: Tanaka responded positively and the follow* 
ing April released SI billion in Export-Import Bank 
credits for three large Siberian development projects. 
Tanaka also vigorously presented Japan's case for re- 
turn of the Northern Territories. Although Brezhnev 
promised nothing, he held out the hope of flexibility by 
permitting the territorial issue to be included if only 
implicitly— on the Jut of issues to be discussed during 
j ' ' c :<.'. m 

Tokyo found the Chinese responding to its courtship of 
the Soviet Union with a two-track strategy. Beijing 
worked to sustain the momentum built up in the nor- 
malization process, cultivating allies throughout the 



and professing a desire to 



una treaty 



1 



of peace 'd friendship. U the iW Wtt. Beijing 
llllinl tM true friendship mu*t be based on cumn>o« 
principle* -mvwi notably the principle of opiwtwn to 
efforts by third countries ti*c.. the USSR Ho c-iUNfth 
hegemony in the Asia-Pacific area. Already enshrined 
in ihc 1972 Tanaka-Chou Joint Statement, thb prin- 
ciple, the Chinese said, would have to be incorporated 
in My fuiurc treaty between ihe two 

The Soviet leadership apparently concluded thai, in 
the long run, the USSR would low more ihan it gained 
if h iavc up the Northern Temiories in return for a 



tag r»turc toward the outside «orld in general but 
particularly toward the Sovici Union and China, ihc 
on)> coumno that represent a rwicntial threat to 




With Moscow and Beijing each attcmpling to draw 
Japan to its side or, failing that, to ensure that Japan 
did not gravitate toward the other. Tokyo's de- 
termination to maintain an * H equidistant position** 
mortgaged its policy to the Communist pow er la st 
disposed to strengthen relations with J a run ■ 



position on the Northern Territories, even though it 



returning the 
hard line in pari 
sclf-imcrcst 

that the Japanese would not 
reversion of the islands to 
Siberian resources, and that ultimately they 
permit the territorial usue to fade away At the 
time that the Soviets forced the indefinite post 
mem of a Soviet- Japanese peace treaty, tbey also 
clear that they would view as unfriendly and 
live a Japanese decision to sign a peace treaty with 



For sever 
changed 



II \Ct 



tn remained frozen Hit 



4cd 




ire of I 



t pmo also gradually becoming 
„ the growing Soviet military presence in 
ihc far East, and Japanese businessmen were discover 
that dealing with the Soviet! was more difficult 
* tbey had anticipated ai the beginning of ihc 
With regard to China, many Japanese were 
strength of the radical 
bilateral trade and 
and the 

of some of the excesses of the Cultural 




Policy Pararysh at Mt+Dica* 

Bent on establishing good or at least businesslike rela- 
tions with both the Soviet Union and China. Tokyo 
found itself in an increasingly awkward position and 
with not as much leverage or freedom of maneuver as it 
apparently believed it had when it embarked oo its 
peace offensive in 1972- By 1976-77. the Japanese 
Government had reached an impasse. Tokyo's di- 

i arose in p«n from the way in which it defined 
policy interesu. Pntne 
I up some of the mow impor- 
tant policy goals in his call Tor an "omnidirectional. 

This seemingly 



The sulemate in Japan s 
Soviet Union 

Four in October 1976. Tlie moderate* who came to 
power emphasised mode miration and thought that 
foreign assistance would accelerate the process. The 
Japanese believed the renewed Chinese interest in a 
treaty stemmed from the growing status of Deng 
Xiaoping — leader of the moderates — and his apparent 
belief that Japan could play an important role in 
China's modernization. That Deng, no kss than those 
be supplanted- wanted to turn Japan against the Soviet 
Union did not in ihe end pose an insurmountable 

to Prime Minister Fukuda, because he had no 
of permitting Japan to be turned against 

Deng proved sufficiently flexible 



that it was in Japan's 
Sino-Sovict dispute by 
sition between ihe two 
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As the prospects for an eventual . 
China and Japan improved. Mora* vet about trying 
10 derail the process. I be approach that it chose em- 
phasized threat and pressure and prosed counter- 
productive* Official statement* and propaganda di- 
rected toward Japan wjracd of unspecified dire coo* 
sequences if Tok>o signed a trtacy containing an 
antihcgemony clause. Not coincident!*, at least in 
Japanese eyes, the Soviets began to strengthen their 
garrison in the Northern Territories thereby underlin- 
ing the ease with which their armed forces could be 
brought to bear against Japan and their determination 
to incorporate the disputed islands permanent;) into 
the USSR, The rhetorical threats and the military 
gestures took place against a backdrop of what the 
Japanese began u>*cc as a steads and increasingly 
troublesome Soviet military buildup in the Far East* 



Union; Japan vill proceed to improve relation* with 
It howcr. the Soviet Union ever sincere)* 
t to pursue a rapprochement uKhJapjn.u Kill 
find thai Tokyo is ready to respond positively. In an> 
case. Japan will not permit its China policy tu be 
dictated by the Soviet Union, nor will it permit itself 
to be coerced 

• Despite any impression that Beijing ma> ir> in create 
about the character of the emerging Sino Japanese 
relationship. Japan will not align itself with China 
against the USSR f/g 

Current Trends 

The trends in Sim>Japane*C'Soviet relations already 
in evidence in 1978 were reinforced by the signing of 
the Peace and Friendship Treaty and. as of late 1980, 
in the sarr 



The Japanese Government refused to be intimidated; 
on 12 August 1978 it signed a Peace and Friendship 
Treaty with China that bound both countries to oppose 
i Bcuing had insistcd-but left each free 

I third countries— «s 
Tokyo was satisfied that the treaty did 

I tot 





anti-Soviet cat* I. At the 
need to go beyond that 
I so little 



The strengthening of Japanese-Chinese relations was 
symbolically confirmed by Prime Minuter Ohira'i 
visit to Beging in December 1 979 and Premier Hua 
Guofcng's reciprocal trip to Tokyo in May 19B0. This 
: of visits by the heads of the two govern- 
: first in the history of Smo- Japanese rtll- 
with Hua i attendance at Ohlra's fu- 
neral in June, cloed the cycle that Ohira, as foreign 
I to open eight years earlier, when 




he set the 



summit | 



that 



onJapa- the time had come i 



In general the position taken by the I 
menl may be summed up as follows. 

• Although Japan would prefer to maintain a balance 
in its relations with China and the Soviet Union, its 
policies can no longer be unaffected by those that 
China and the Soviet Union adopt toward Japan. 

* China has shown that it wishes friendly relations 
with Japan, If the Soviet Union not only is unwilling 
to lake step* necessary to improve relations with 
Japan but objects to friendly relations between Japan 

> much the worse for the Soviet 



two countries had met and held discussions ai the 
highest levels. There were many indications thai both 
sides were firmly committed to a sustained, long-term 
effort to consolidate friendly relations with one an- 
other. Now. Ohira asserted. Japan and China must 
grve substance to the relationship, most importantly by 
expanding Sino- Japanese economic tics, and also by 
broadening f be r antc o f political issues that could be 



•g in* ranter 
frankly | 



One sign of j more mature relationship. Ohira be- 
lieved. mouIO be a los compliant and more 
straightforward Japanese approach to C hinj Far from 
indicating J cooling of Japans friendship *uh China* 
this would mark a transition to what Ohira described 
a* true friendship, involving a recognition and tol- 
erance of one another's shortcomings and of the dtf- 
fcrenccs of opinion that wouW be certain to arise ^ 

Ohira demonstrated what he meant b> stressing pub- 
licly that, although good relations with China were 
important to Japan, they would have to be conducted 
in the context of Japan's relations with other countries, 
particularly the member slates of the Association of 
Southeast Asian Nations and the United States. Fur- 
thermore, although Japan would do its be 
the modernisation of China's economy, it 
help with China's military modernization 
China's anti-Soviet 



Union. All of the*c move* have intensified Soviet cool- 
ness toward the Japanese Government. 

Tokvo will attempt to curtail this potentially dan- 
gerous tread. The new Su/uki government has already 
expressed interest in restoring a measure of normality 
to Japanese-Soviet relations. It has also taken the 
position, however, that if the Soviet Union wishes an 
improvement in relations it will have to take the initia- 
tive, not only on the longstanding territorial issue but 
aboon Afghanistan. On neither issue have the Soviets 
conceded that there is even a problem to be discussed. 




The Chinese 



have accepted Obira's char- 
in which 

To the 





with iuiwo powerful 



A certain amount of distrust between Tokyo and Mos- 
cow was probably inevitable in the wake of the signing 
of the Peace and Friendship Treaty Nevertheless, 
Tokyo clearly wished to contain the damage done to 
the J u pan esc -Soviet relationship and almost certainly 
would have tried to improve ties with Moscow had the 
Soviets not invaded Afghanistan, by coincidence onl> 
two weeks after Ohira returned borne from his highly 

;with I 



The invasion has added new difficulties to Japan's 
. with the Soviet Union — not that it has re- 
I or drastically altered existing patients but it has 
accelerated and reinforced trends already in progress. 
Japanese antipathy toward and distrust of the Soviet 
Union have reached what may be postwar highs. Ap- 
prehension about Soviet intention and about the im- 



w-Kcr l.SSR S 



important than the shifting strategic equilibrium 
amende four major acton engaged m Northeast 

tmptct tfCkmmtimu Mmiim* Amon* the Big Powers. 
Throughout the 1970s, the Japanese Government was 
fairly confident that at least two features on the inter- 
naitccai Landscape would remain reasonably stable 





as a constraint on Japanese freedom of action, it also 
*s position in its dealings with Mos- 
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ihalSmo- 
orat least 



The government's second as%«mptm 
Soviet relations would 
cool. The Japans *ec 

relations between China and the Soviet Laion might 
heal sufficiently to permit the two rival* to coordinate 
their policies toward third country Since at least the 
late l°60s, therefore. Japan no longer has had to wy 
thai lis two mosi important potential enemies might 
join forces against it as they bad in the earl) 1950s 
This appraisal has greatl) enhanced Japan's sense of 
security. In principle, it should aha have increased 
Tokyo's ability to maneuver between the two 
Communist powers I 

From the Japanese perspective* the seminal develop- 
ment that transformed relations throughout the four* 
power system was the Sino-US rapprochement en- 



no longer seemed likel> to creak stress in Japan's 



re; 




Tokyo was aware that the I 
China was c Mending to . 
was guided by a calculated i 
Union, Tokyo also bettered, however, that Washington 
intended to use improved reunions with China to give 
the Soviets an incentive to improve their own relations 
with the United States. In the US scenario, detente 
along one a*is would be the prdude to detente rather 
than confrontation along the other, US efforts to pro- 
mote a relaxation of tensions w ith the Soviets not only 
provided Tokyo with a model that it found attractive— 
and certainly preferable to that of China s hostility 
toward Moscow- -it also cleared the way for Japan to 
emulate that model . As in the case of Si no-Japanese 
ties, progress ini 



Treaty, they insisted that the comple- 
iormali»t»n process with China should be 
a positive bilateral development with no 
negative implications for other countries 
to have calculated that once the treaty 
antipathy toward Japan would prove 



In retrospect, this estimate seems to have resulted 
partially from wishful thinking. It is now clear thai 
Japan's growing relationship with China carries with it 
more substantial external costs than the Japanese 
probably expected or believe they should have to pay* 
Some Japanese suspect, for example, that the securing 
of China's Japanese Hank may have helped free the 
Chinese to invade Vietnam, an act that helped Moscow 
its position in I 



5 



Tofc)0 b jtw discovering Uku bcitcr Sino-Japjnc>c 
relation-* arc a per*Utcnt source of icir*»on in J*pw« * 
relation* ujih UW SoviM Union, kven before Afghani- 
stan. H *:lcar -opecully to ih< Soviets that the 
cumulative effect of a *4MJ Japanese-US alliance, 
improving Sino-US relation*, and the continuing 
consolidation of relations between China and Japan 
would be the coalescence of a trilateral entente It wa> 
iibto clear that none of the three was well dbposed 
toward the USSR and that each, with varying degree* 
of intensity, viewed thai country a* the principal threat 
to it* security Thus. -S; Soviet leadership had good 
reason to suspect *ft a inti-Sovict coal ji ion was m 
the making, U such a coalition Klkd into the equiv- 
alent of an alliance, the national security interests of 
ihc USSR would be gravely affected. Hence the un- 
remilting Soviet effort to warn all i 
larly Japan, the- 
imimidaiion-that it « 
move men i in thai 



Rot* M*iem4emi J*p*ae* Juixmt* 




fhe USSR often *ccm to have a 
controlling influence over Japanese policy Nonethe- 
less ttm is not an adequate explanation of developing 





Seven hclci*, the Soviet Union 
In i hi* caw it seems to have 
miscalculated the effect of their 
United State* U increasing defense spending p pressing 
its allies -including Japan—to follow mil. and 
trig the door to the transfer of 
mem to China 

Although the extent of the Japanese reaction can be 
ovcrdniiruti/ed. there is no doubt that the invasion had 
a lining efrcd and helped alter the tern* of reference 
of the domestic debate on security and fo?cijn poiiq 



Japan has its own interpretation of where its strategic 
and foreign policy interests lie, and the broad outlines 
o/thc policies it hasdevtsed to protect these interests 
. the Japanese Government believe* 
strongly now thin 10 yean ago that Japan muni 
i strong, friendly relations with the United 
States. This has implications for how Japan will mnn< 
its relations with China and the Soviet I num. 

to 

the United 

must not submit to Soviet pressure to weaken 
the United State*, 
the United States and the Soviet 
1 tide with 





As for China, 11 has applauded the reaction in the 
United Stales and Japan and has invited the two 
countries- somewhat to their embarrassment— to j 
with it in a worldwide ami-Soviet united front. By 



to 

relations that it finds 



Union 
Washington 

• China must not be permitted to become a source of 
rivalry and distrust between Japan and the United 
State* Japan should work with the Unite d State s to 
develop a cooperative approach to Beijing 

Second, the Japanese arc convinced that their long* 
term strategic interests are best served by maintaining 
good relations wnh China. The Japanese do not want 
ever again to be in conflict with China, or even to be 
estranged from that country * as they were during the 
Cold War. Being on good terms with China not only 
creates a less threatening security environment, it also 
freo Japanese attention and resources for other prob- 
In support of this objective Tokyo has devised 
if mutually reinforcing policies: 

• It has mounted a broad, sustained effort to cultivate 
the trust and good will of the Chinese leadership- 



h has avoided pressing for the 
tially contentious i 

II 

ivc 

ll has demonstrated its 



of potcn 



• Ha become In* inhibited about expressing it* 
displeasure with, and taking countcrmcasures 
afiimiL Soviet actions deemed detrimental to Japa- 




Ovcr the longer term, the Japanese apparently hope 
thai these measures will help to strengthen the position 
of (he relative!) moderate elemenu in Beijing '«a* 
Tok>o believes are most likely to want to remain on 
good terms with Japan, At the same time, there can be 
no guarantee that future Chinese governments will 
always be as friendly toward Japan as the current one 
is. The consequence for policy is that Tokyo will not 
directly support the modernization of the Chinese mili- 
tary establishment and has serious reservations about 
the wisdom of US policies (bat might serve that end. 



Third, the Japanese are determined to ensure that 
Tokyo and Moscow never come into conflict or even 
drill into a situation in which a possibility of conflict 
exists; Tokyo is mindful that the Soviet tuon touM 
easily destroy Japan. A policy in support of this intern! 
has been more difficult codeine In general. Tokyo has 
tried to implement two seemingly contradictor) but 
actually balanced policy lines. Kirst. it has: 
• Sought to reassure Moscow that Japan has no hostile 
intentions toward the Soviet Union and will not join 
with third countries in hostile addons against it 

itocooperateona 
i effort to accelerate 
the economic development of Siberia. 
- Maintained I Jul it ;v rc,td> tOCOCKlude a peace Irttl) 
as soon ail 



At the same time. Tokyo 
wholly passive. It: 

• Acquired through the Mutual Security Treaty with 
the United States a 
Soviet ihreai. 

• Created armed forces of itsown to h 
enhance the credibility of. the treaty. 

• Has persisted in pursuing good relations with the two 
most threatening potential enemies of the Soviet 
Union. 



exists that Japanese foreign 
a drive for 
In the case of relations with 
China and the Soviet Union, however, broad strategic 
considerations not only have played a more potent role 
in shaping major policy decisions, but have exerted a 
strong influence over the manner in which many 
apparently unrelated activitie s-- in cluding eco- 
nomic — Have been conducted I 

Nonetheless, Japanese decisionmakers have been 
sharply attuned to economic considerations, which 
have influenced their view of how, and for whut pur* 
poses, Japan s hould approach the Sovici Union and 
China 



Tr*4t. The trading relationship between Japan and the 
twoCommumst powers has been based on an exchange 
of Chinese and Sovici energy resources, raw^ materials 
and relatively unsophisticated manufaciuitd goods lor 
Japanese steel, machinery, and whole plantv 

In the case of China, Japanese imports and exports 
have followed roughly parallel line* and have moved 
through two periods of rapid increase, from 1973 to 
197$ and from I97S to the prescnUsee figure l|.*Thc 
growth curves for Sino* Japanese trade generally have 
followed those for China's overall foreign trade: both 
to respond to economic and political devel- 
China ■ 



In the case of the Soviet Union, imports grew rapidly in 
1973 and 1974 and the 

1974 and 1976 1 
I of activity in SinoJapaneic trade co- 
incided with major political breakthroughs in bilateral 
relation*, and the upsurge in Japanese-Soviet trade 
occurred during the years w hen bilateral relations were 



with Chin* awl the Sonet Unwn are 



7 



Figure I: Japan * Tradr Wi!h China and the I SSR 




China generally has been the owe important trading 
runner for Japun. In every jear but 1^76. the value of 
Japan's exports lo dim exceeded thit of In c\ pom 10 
the Soviet Lnion. In evcr> year vince 1^75. imports 
from China have been greater than ihosc from the 
LSSR. In the past two scars, the gap between the two 



Figure 2: Japan\ Imports from t hin* 
and the I SSR 
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As impressive as the rales of growth in bilateral trade 
have been in some ycarv Japan's trade has expanded so 
rapidly that the percentages of the tout accounted for 
by China and the Soviet Union have remained low. 
The Soviet share of Japanese imports has been about 2 
percent for the past six >ears and has 
China s share is growing but is stilt below 3 
The proportion of Japanese exports accounted for by 
the two countries is only iii f htly larger about 2.5 
percent for the Soviet Union, below 4 percent for 
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In assessing the i 
and the USSR itbi 

iiy composition of the two countries* irade with Japan 
(see figure 2). Japanese importi from China and the 
USSR are dominated by raw materials. In the critical 
energy sector Japan has not been dependent or other 
country for a large enough proportion of its require- 
ments to give either China or the UfciR si*nifVcaM 
; or political! 
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Since 1974, the value of Japan's petroleum imports 
from China has crown rapidly, yet Chinas share of 
Japan's total petroleum imports has rtma;ned low ar>d 
stable at 2 to J percent. Japan obtains orn less or its 
petroleum from ihe Soviet ' 



ot Total 
to 



The relative position of the two Communist powers is 
reversed when it comes 10 coal; Japan has drawn much 
more of its coal from the USSR than from Chins The 
value of imports from China, however, ts increasing, 
while thai from the Soviet Union is declining. Tbc 
Soviet share of Japan s total coal tr 
insignificant at 4 to 5 | 
sivtlyl 




J L 
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The one commodity that 
to Japan, and which 
,ts 




hi 10 percent in I far n**i of the fta^i decide 
Soviet timber ha** accounted between I ? and 16 
percent of Japan* limber imports. J,if*jn obutas »u 
limber from C hina. 



Ffeare 3: Japan's Exports in China 
and Ihr ISSR 



Japanese businessmen cornier the Sovtci Union and J * 
China to be important c wn markets. Although their 
ropcciivc shares in total 



JfatCM 



Tc u 

"ft 




equipment, an 
have taken on 
West has lowered the 
figure n^H 



in the 
for such goods <kc 



The two most prominent commodity categories of 
Japanese capon* to China and the USSR arc steel and 
machinery. In machinery, the Soviet Union has proved 
to be the larger and more itabk market; eiports 10 
China have oscillated in response to shifts in Beijing's 
foreign trade and modernization policies. In 1979, 
however, the tap between the two almost ekned In 
four of the past five year*, machinery export* to the 
LSSR represented 4 percent of total Japanese ship- 
ments enough to be favorabU noted by Japanese 



■ 



With almost 20 percent of Japanese steei export* got 
to China and the USSR in 1979, a degree of export 
dependence tccira to have developed in steel In 
area China ranks first, with imports from Japan 
mg steadily, reaching a value of more than St .5 
and accounting for more than 1 1 percent of 
steel exports in each of the past two year* Ei ports to 
the Soviet Union arc also substantial, representing 5 to 
7 percent of total steel export* for the past five yean 
(except for 1 976. when they jumped to 10 percent). 

^caii by no means af- 
ford to 



ore, c . 
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of Japan s effort 
two Communist countries has been Tokyo's 
it projects in both 



*!ththe 
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resourc e develop ment 





Soviet Union have not 
supply Nevertheless, so 



as important source* of 
are Japan's require- 
first 



10 



with the Soviet Lnton ami more rwentb with China, 
arc from chcir punts of view impressive m scope and 
represent bodl> needed sources of foreign exchange 
(see figure 

The first requirement of resource development projects 
hat always been credit. The projects tend to have 
lengthy gestation periods and to be very extensive* and 
prospective partners often ha*c been able to 
production to meet Japanc 
ha* been willing to finance a major share of the 
China and the Soviet Union 



In the Soviet Untai land bier in China), the Japanese 
often became deeply invoked .n the development pnx- 
.alihoagh ihe> wcfcrxrmiuodonlt a limned on-Mte 
rand no c^uits participation. In the cave of 
Siberian limber, for example. Japan provided: 

• Assistance in project planning and execution. 

• The machinery necessary to reach and cui the timber 
and transport it to a rail line or river. 

I for processing some of the timber inio pulp. 



only when Japan wood chip*, or lumber 




In 1968, long before Beijing was ■ 
foreigner* to participate in joint projects. Moscow 
negotiated its first resource development contract with 
Japan. The formula devised became the prototype for 
all subsequent bilateral compensation agreements. Ja- 
pan supplied SI 6 J million worth of machinery, equip* 
mcnt. and consumer goods backed by Export-Import 
Bank credits and in return received a portion of the 
natural resources that were developed— in this case, 
logs and timber for Japan** housing industry. A second 
agreement followed in 1971, calling for 150 million in 
Japanese equipment in return for manufacturing pulp 
and wood chips for the Japanese paper industry In 
addition, in 1970. the Japanese put together an WO 
million package that permitted the expansion of 
Vostochnyy Port near Nakhodka so that it could han- 
dle a larger volume of coal and timber exports to 



It was not until 1974*75. however, when Tokyo made 
its first large-scate, government -to-governmem loans 
to the Soviet Union, that the process got under way in 

hit 

■» SI 

forai 




deposits. 

exploration for Sakhalin off shore oil ; 
repayment dependent upon discovery* 
the expansion in bilateral trade that took place in 
subsequent years was fueled by these loans (see figarc 




lo expand port- 



and timber products to 



io lure Soviet workers to work on 



None of these ventures would have materialized had 
Japanese businessmen and officials not been convinced 
that they were profitable and consistent with the 
broad, long term economic intercsn both of the rci* 
cvant industries and of the country as a whole. At the 
same time, however, the government also hoped that 
the ventures would demonstrate Tokyo's good will and 
help promote an improvement in bilateral rcUrJow— ■ 
possiWy even inducing the Soviet* to discuss the vcxa* 
ttous territorial issue] 

Since 1974-75. Japan's interest in Siberian develop- 
ment seems to have waned. All of ihe credits released 
since then have been supplementary to agreements 
made earlier: 

• Two additional loans for equipment for South Ya- 
kutsk coal— $90 million in 1977 and UO million in 
I979^bringmg the total for the project to $580 
million. 

* In 1979. a second $70 million loan for Sakhalin oil 
and gas exploration, raising the total for ihe project 
to $222 million. 

# £ex>^\^ 

third phase of a project that has been under way 
since 1968 _ 

No wholly new projects have been undertaken. More- 
over, the giant Yakutsk natural gas venture seems 
certain to go the way of the abortive Tyumen oil 

Earning projects will be continued 



Figure 5: Japanese Uu Commitments Related to 
Resource Development Project* in China aid thr LSSR 
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to profitable 

to be 

thai the 
Siberia has to 
But Japa- 
in a global 
resource devel- 

approach for a lime. Moreover, prob- opment project* in light of the alternatives During the 
and operating (be Urge amout of Late 1 970*, Japancw businosmen to have cal- 
led to a sharp drop in orders from ciliated thai it would be more prudent and profitable to 

pursue diversification elsewhere. Nevertheless, they 
have kept the door open by continuing at least to 
Japan has been reluctant to move further ahead in discuss new projects with the USSR. I 
Siberia for both economic and political reasons. Si- 
beria's severe climate great distances, and perennial 




a 

lems it 
imported 
the W< 



The gradual deterioration of political relations daring 
these same years also seem* to have jftcctcd Tokyo's 
mtnr to bid ambitious new protects in Siberia. 
Japan * political and bureaucratic leaders tfently 
saw link strategic incentive for promoting ventures 
that were often ejucstioruble economically awl that 



thai the current leadership in Beijing is more likely 
than any other to discern ihc benefit* for China of 
buikfag a stable. friendly relationship with Japun 
pile of the invasion of Vietnam two yea r* 
t* likely 10 lead China into da ngcrous I 
adventures that might disrupt it* modernization pro- 



would increase thccountry**i 
Unwn at a time w hen Moscow seemed 
unfriendly and oblivious 10 Japanese hopes for! 
flexibility in the political arena The Soviet invasion of 
Afghanistan reinforced this perception 



The Chinese did not finally decide that u was in ibeir 
interest 10 invite Japanese involvement in resource 
development until 1979-SO The change tn policy was a 
consequence of two converging imperative* First, hav* 
inn decided to step up the pace of modernization by 
importing more foreign technolog >, machinery, and 
whole plants, the Chinese leadership had 10 devise 
means of earning more foreign exchange* Among the 
most promising options wa* to greaily increase their 
exports of coal and petroleum, both of which could find 
a ready market in Japan. If the Japanese could be 
persuaded to provide the credits necesaary to expand 
oil and coal production, this would help Beijing man- 
age a second problem - meeting China's own bur* eon 
ing energy requirements. Beijing also may have been 
receptive to Tokyo's overture* because the Japanese 
were willing to help remove the transportation hot* 
; the expamion of China \ export 



China this year also are intended 10 1 
economic object The Japanese see China t like 
Siberia, as a promising alternative source of supply for 
(he energy resources Japan needs The Long-Term 
Trade Agreement ( LTT A ). signed in February 1978. 
envisaged a rapid expansion in bilateral iradc based on 
a rapid increase in Chinese oil exports. In May 197°, 
when it began to appear that the Chinese would not be 
able to raise the capital necessary to expand their oil 
production. Tok>o approved a $2 billion line of credit 
from the Export-lmpori Bank to develop China's 
capacity to produce and cxpon energy resourcesl 

The focus of the joint effort in the petroleum sector is 
i he offshore Helds in the BohaiGulf, In May l Q R0. 
final agreement was reached on a S485 million Export- 
Import Bank loan thai the Chinese could use to cover 
half of development costs Siim this sum is to be 
I by the Japanese investor* participating in the 
LSI billion in Japanese capitalhasal- 
I to this one 



of interest rates and 
by< 



As in the case of its 
Tokyo's position on 

China has been the product of a complex of | 
and economic consideration*. Political objectives seem 
to have weighed more heavily in shaping the Japanese 
approach toward China, however, most obviously in 
Tokyo's decision to extend aid in the form of long-term 
loans at highly concessional interest rates. Tokyo evi- 
dently hopes that this aid and the expanded exports it 
will permit will not only help to cement closer bilateral 
relations tail will sur^port, if only indirectly and 
marginally, stability in China. The Japanese believe 




Beginning in 1979, however. Beijing began lo suggest 
to the Japanese that it might noi be able to sustain the 
rate of increase in oil exports to Japan called for in the 
LTTA. that, instead, oil exports probably would level 
off. and that it might take longer than anticipated to 
the Bobai field into production. Meanwhile, the 



best hope of fostering further 



in 



China s failure to fulfill the promise* it had made in 
19W, owing largely to excessively optimistic oil- 
production forecasts made in the mid- 1970s. came as a 
disappointing setback to those Japanese who had been 
at the forefront of the effort to promote a major 
expansion in bilateral trade. Together with other 
commercial difficulties encountered at this lime. 



M 



BiiULihc 1 1 ocul-rchicd project arc concentrated in 
u wrtall area ground Bofeti. *hich i* uU> the location 01' 

hi effort | 

Many of the events and trends outlined above filter 
hrotigh. and arc distorted b>, the domestic political 
process, irom which they rcitirn to I he decisionmakers, 
often in narrowly focused* idiosyncratic, emotion- 
laden forms. Two close!) related ke> points need to be 
made in (tm connection* one related 10 general Japa- 
nese perceptions of the Soviets and Chinese, the other 
to Sov iet and Chinese jcccss to the Japanese po 
*>*tei 




changes over the past 10 years isee figure 6). Dunne 
Ihe 1960s. JO to SO percent of the Japanese disliked 
both countries. Le*s than S percent liked one or the 
other. With the advent of detente, however, dislike of 
China and the Soviet Union declined. In ihe case ol 

in the wake of 
of diplomatic 
incsc appar- 
toward Beijing, 
in liking for the Soviet Union 



The most striking development to take place after the 
shift in opinion in the early 1970s was I 
public dislike for the Soviet Union in the later years of 
the decade: in the year since Afghanistan, it has risen 
to unprecedented heights. Thus, at the beginning of the 
1960s* the Japanese public ts far more favorably dis- 
than toward China's adversary. 



The two ports, two railroads, and seven coal mines arc 
mutually dependent and reflect what appears to be an 
integrated development strategy designed to expedite 
the flow of coal to Japan. Unlike the Japanese-sup- 
ported resource development projects in ihe Soviet 
Union, which are scattered across Siberia east of Lake 




The Chinese have found it much easier than have the 
Soviets to penetrate and influence the Japanese politi- 
cal system The Japanese people arc highly conscious 
of the extent to which Chinese civilization has influ- 
enced their own culture ■ -intellectually, artistically. 



Figure 6: Japanese Attitudes Toward the IS, China* and the ISSR 
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linguistically, and in terms of social, political, and 
religious norms. The Japanese also appear to respond 
positively to the fact that the two peoples are of ymiUr 
racial stock. Overall, this respect and affinity for 
China affects current Japanese attitudes. In addition, 
many people feel residual guilt about Japa n's agg res- 
sion against China in the 1930s and !940s.fl 

In general, therefore, the Japanese public is more 
likely to be sympathetic toward Chinese points of v»e» 
and more willing lo be persuaded that they arc worth 
serious consideration The Chinese have recognised 
the opening this has given them and for 30 years have 
supported a sophisticated campaign to build support in 
Japan and persuade the Japanese to back positions 
favored by ■ 



Except for the steadily shrinking minority of Japanese 
who still loo* to the Soviet Union as <be chief defender 
of world socialism, few Japanese feel any bond— senti- 
mental, cultural, or otherwise— with the USSR On 
t. most Japanese strongly 1 




C oariaued Drift Toward Beijing 

Tokyo's drift toward China and away from the Soviet 
Union appears to have gathered considerable momen- 
tum Barring unexpected changes in the complex of 
determinants shaping Tokyo** pohc). Soviet- Japanese 
relations probably will remain cool through at least the 
mid- 19&QV the> may even deteriorate further Sirvo* 
Japanese relations, on the other hand, probabl> will 
continue 10 grow stronger | 

On the assumption that this will take place in a context 
of continued coolness in US-Soviet relations* a ba- 
sically healthy US-Japan alliance, and further im* 
provement in Si no- I S relations, the Soviet Union will 
find itself increasingly isolated in Northeast Asia. If* 
is seems likely, Moscow aucmpis to arrest thi* devel- 
opment by resorting 10 the same heavyhanded methods 
tt has used in the past, it will only reinforce the process, 
which has come 10 be sustained by the shared concern 
of the other three] 



*dstobc< 

at the Soviet military-and here the respect is i 
by fear- Far from feeling guilt toward tbe! 
Union, the Japanese harbor a sen: 

: entry into World War II and its 
they regard as Japanese territory 
I a campaign similar to 
that mounted by Beijing, possibly because tbey have 
realized that in such a climate no comparable opportu- 
nity existed for them. To the extern that they have thed 
to intervene in the Japanese political process, their 
approach has generally been crude and counter- 
productive^ 

From the perspective of the Japanese decisionmaker, 
efforts to strengthen relations with China will thus 
(end to be popular, while similar efforts to improve 
relations with the Soviet Union are likely toyickj more 
limited political rewards. Given the recent increase in 
popular antipath> toward the Soviets, Japanese poli- 
ticians may be more inclined to adopt a Arm position 
toward the USSR, while the> will tend to view opposi- 
tion to close Sino-Japanese relations as a liability M 



This docs not mean that Tokyo desires to take sides 
Jcijing against the Soviet Union-much less con- 
an alliance with China or adopt an antagonistic 
vward the USSR. The Japanese are convinced 
that either policy would endanger national security, 
and they will be careful to ensure that ihe realignment 
does not proceed too far. Should there be signs of an 
incipient crisis in Soviet- Ja pa ncsc relations, Tokyo will 
do its best to avert it. By the same token, while Tokyo is 
likely to invest considerable effort in further consoli- 
dating Japan s relationship with China, it will also 
maintain a certain distance from the Chinese It will 
resist pressure to conform its policies to those of 
Beijing, particularly in areas of Soviet sensitivity. For 
at least tbe next few years, it is not likely to cooperate, 
except indirectly, in China's military modernization 
program or to permit its defense officials to go beyond 
limited contacts with their Chinese counterparts. In 
addition, tbe Japanese have concerns of their own 
about what a militarily powerful China mighi portend 
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Japan alto is bound to experience considerable frustra- 
tion >a lis future economic dealings with China and to 
retain a li%e]> interest in the economic benefits of 
stable, ll not greatly expanded, trade wnh the Soviet 

' 11 " h| ' fl 

Siberian oil and gas. coal, and timber will be in de- 
mand in Jarxm (or the indefinite future, and a desire to 
retain and expand access to this source of supply will 
inhibit the government from ukim slept that it be- 
lieves might seriously alienate Moscow — including 
taking the lead in enforcing a severe sanction* policy 
against the Soviet Union. In addition* the Japanese 
consider the USSR a valuable market for exports of 
technology, machinery, whole plant*, and steel prod- 
OCtl The government has backed these exports in the 
past with Export-Import Bank credit* and is likely to 
continue to do so, particularly if slow growth in the 
West limits 

other hand, to the extern that bilateral 
Tokyo is likely to 
ing its 




ftfccts for the development oJ Sakhalin nil ;tnd g.i\ 
seem promising but full-scale orodsiciion its not 
likcl> before 1985. 
* Agreement — anticipated in earl> 1 9ft 1 to proceed 
with a third limber project will emure continuity in 
shipment* of timber products to Japan, but ai 
roughly [be same levels at in the past, (s\r NO 

What might cause Tokyo to review the bidding on 
Siberian resource development projects would be a 
deepening of the crisis in world energy supplier One 
r**vMh iru thjt ,t -cad) ma> be under coniidcrattai 
would be to accept the steam coal overburden currcntl) 
being stripped from ihc ChuTmin coking coal vched- 
uted to be exported to Japan. Another and moresigntfi- 




deliveries of steam coal probably would not begin until 
the mid- 1980s or of gat until the later years of the 



Barring a i 

Tokyo will i 

ploitation of Sakhalin offshore oil and \ 





as now seems likely. Japanese 
businessmen decide that it is worthwhile to proceed to 
the production phase. Tokyo probably will approve the 
project. Although this could turn out to be larger than 
any of the joint resource development ventures ncgoxi* 
atcd thus far, the volumes of oil and gas delivered to 
Japan still would not be large enough to create a 
significant degree of energy dependence on the Soviet 
Union. For strategic and economic reasons, Tokyo 
would insist that any imports of Soviet natural gas be 
delivered in liquefied form by tanker* rather than 
through a pipeline to Hokkaido. 

In any case, given the present stage of the various joint 
resource development projects, it is unlikely thai ex- 
port* of Soviet natural 
substantially before the mid* 1980s 
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N wtfcdut , Tokyo's commitment to vupport China s 
modernization effort is rot likely to be shaken, and 
Japan'* crude with China probably will continue to be 
larger chan that with the USSR. Moreover, by I9BS 
China in likely to be exporting more oil and coal to 
Japan than will the Soviet L-nton ■ 

If Japan continue! to move toward China and away 
from the Soviet I mon, a5d if the incipient Japan- 
China US entente continue* to coalesce, US interests 
will 



scars, it is possible that a serus of overlapping ;ind 
reinforcing failures could generate social, economic 
and political stresses sufficiently serious to cause a 
breakdown in the modernization program and pvwub 
a major leadership crisis. Inevitably, one rcsuli would 
be a blow to Chinese foreign trade and Sino-Japjncsc 
economic relations, as well as to Chinese economic 
growth. If the domestic Chinese crisis spills over into 
the foreign policy arena, as similar crises have in the 
past, Japan's overall relations with China cnuld be- 
come seriously strained. If the Japanese found their 
friendly Overtures being rejected by a more xennpho* 
bic. fundamentalist breed of Chinese kadcrs k they 
might be less forbearing and understanding than ihcy 
have been in the past In any case, the current irend 
toward strontermorc cordial bilateral relations would 
be rc*cr^edM*33 



Tokyo will be likely to persist in its effort to 
strengthen iii defense lies with the Umted Statesand 
increase its conventional military capabilities by 
accelerating implementation of tts i 



. for its pan. is likely to perceive these 
oral lea 



tn other regions or on other rvsuc s that 
versely affect US interests^ 



It is more difficult to sketch a plausible scenario involv- 
ing a change in Soviet policy toward Japan that would 
be substantial enough to slow, much less reverse. Ihc 
tread toward increased tension in bilateral relations. 
From the Japanese perspective, there art iwo principal 
problems: Moscow's refusal to settle the territorial 
on terms satisfactory to Japan and. more gen- 
* the aggressiveness that has characterized the 
recent foreign policy of the Soviet Union as symbolized 
by its invasion of Afghanistan. A major Improvement 
in bilateral relations almost certainly could not be 

in the Soviet approach 

to I 




from the USSR 



of the mayor 
ttud) prove wrong. Among these 
the most critical involve future 



Soviet j 



This paper has assumed that China's policy toward 
Japan is basically a function of. first. Beijing's strategy 
for dealing with the perceived threat from the Soviet 
Union and. second, its strategy for accelerating mod* 
ernization Of the two, the second is probably the most 
susceptible to change. Given the magnitude of the task 
that China's current leadership faces over the next few 



An adverse Japanese reaction probaWy ivoneuf ihc 
costs the Soviets find Icasi painful to coil* 
when making decisions affecting basic de- 
or foreign policy I hereforc. it is more fruitful to 
focus on the possibility that Moscow might alter its 
policy on the North ern Te rritories, the less important 
of the two problems 

The Soviets may question whether they would really 
gain very much if they returned the disputed islands* 
The Japanese might sign a peace treaty but refuse lo 
adopt a more cooperative attitude toward the Soviet 
Union. As an object of Japanese friendship and 
cooperation, the Soviet Union in any case would still 
rank well below China, to say nothing of the United 
States. Soviet fear that returning the islands would 

for 



jdmstmcni* in their border with the I SSR h prob- 
jbl> the most important constraint inhibiting the 
USSR from making a move in :hi* direction. The 
Soviets also want to avoid losing the rich fishing 
grounds and the opening of the Sea ol Okhotsk to 
foreign military ocnctr 



iing of th^j^ i 

Hsl 



Nevertheless a shift in Mow*'* position on the 
Northern Territories is possible, if onl> because cur- 
rent policy entails such heavy costs for the Soviet 
Union in Japan. Some Japanese hope that the new 
Soviet leadership that * ill be in place by the mid-l9S0s 
might undertake such a *hifi. The likelihood of a 
Soviet initiative would increase if Moscow perceived 
an opportunity to make gain in other arenas. For 
example, t( SinoJapancsc relation* deteriorated, Mov 
cow might calculate that an all-out peace offensive 
toward Japan one involving real concessions on the 
territorial issue and perhaps more advantageous trade 
terms for the Japanese, as well as acquiescence in 
current Japanese *ccurity polio might be successful 
The Soviets might hope noi only to clear the way for 
ihc sigmngofa peace treaty aivd a i 
mcnt in bilateral relations, but aboj 
fromi 




islands. Tokyo s 
peace treaty, 
involving only two of the i 
benefits for the Soviets of a ks* ( 
would not be as great. Coupled with a I 
to take a more accommodating approach on other 
issues, an acceptance of the political realities in Japan, 
and abater sensitivity to Japanese poults of view, 
either form of an islands-for-trcaly exchange could 
lead to a substantial improvement in Soviet-Japanese 
relations. Depending on developments on other fronts, 
it might fulfill Moscow's hopes of drawing Japan closer 
10 the Soviet Union and away from China!" 



Ifcuhcrofthe two principal alternatives materialized 
(strained Sino- Japanese relations or improved Soviet- 
Japanese tics), the possibility that a LS-China-Japan 
entente might emerge would recede and Japan would 
return to a position more nearly equidistant between 
the two Communist powers. This would tend to as- 
suage some Soviet concerns and thus reduce the siimu* 



If Si no- Japanese relations deteriorated but Soviet- 
Japanese relations remained cool. Tokyo would have 
even greater incentives to build up the SDF and engage 
in more serious defense cooperation with the United 



If Soviet-Japanese relations improved while Sino- 
Japanese relations remained friendly, the impetus for a 
more positive approach to defense issues presumably 
would be reduced Tokyo might then permit allocations 
to defense to increase at a slower rate and display less 
in giving substance to US-Japanese defense 
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Japan's Trade \\ ith China and (he I SSR, 1970-79 
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Appendix B 

Japanese-Supported Resource Development Projects in C hina and the USSR, 
1970-79 




Japan: 

Diminishing Interest 

in Soviet Trade Resources 
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Japan: 

Diminishing Interest 

in Soviet Trade Resources 



SOFOhi^OCO^TRACT 




Key 



Trade with ihe Soviet Union remains relatively unimportant to the Japanese 
economy in spite of a rapid expansion in economic relations during the past 
10 years. The complementary nature resource-rich Siberia and highly 
industrialized Japan provides a strong incentive for greater interdepen- 
dence, and the potential for further trade is vast. In addition, ihe Japanese 
steel, shipbuilding, and machinery industries view the USSR as an impoc- 




Until recently. Tokyo and Moscow apparently believed that they might be 
able to turn expanded economic relations to political advantage. The Japa- 
nese hoped that increased economic relations would enhance the Soviet 
stake in harmonious relations between the two nations. For its part, Moscow 
assumed that Japanese businessmen would find the lure of Soviet markets 
and natural resource* irresistible and eventually pressure Tokyo to improve 



In fact, the pace of Japanese involvement in Siberian development has 
slowed sharply since the late 1970s because of Soviet heavy handedness and 
political-economic change in Japan. Moscow flaunted its military superior- 
ity in a way particularly irksome to the Japanese. Tokyo's till toward China 
has caused Moscow to view Japan as the potential third partner, with China 
and Ihe United Slates, in a hostile Pacific triad. The Japanese have delayed 




I of supply, arc concerned about the security 
implications of several projects, are distrustful of Soviet intentions in Ai 
and have less need Tor Soviet raw materials than they once did. 




implemented at a slower pace, but Tokyo's linking of political and ■ 
relations makes full-scale development less probable. The Soviet treatment 
of Japan is unlikely to soften Tokyo's attitude. Even if the post-Afghanistan 
sanctions on the USSR w ere abolished, a number of political and economic 
factors would restrain the expansion of trade and economic cooperation in 
IS 




tract 




:o the 




year has never exceeded 3 percent of the total With 

meu k Japan's 
s on the USSR for supplies of individual 
I commodities rem Aim low. On the eiport fide 
there is tittle danger of major Japanese industries 
becoming overreliant on the Soviet market. The Japa- 
nese enjoy substant ial inn ml tra de surpluses, mch as 
$12 



b porta 

Mottcow has rehed heavily on Japan for Med and 
industrial machinery Producer goods make up ibe 
majority of Japanese shipments; iron and steel alone 
constitute ofte*third of all exports and two- fifths of 
sales of manufactured goods Oil well drilling pipe, 
well casing and tubing, large-diameter welded pipe for 
pipelines, seamless pipes and tubes, and special 
lead ihc list Steel plate, which the Soviets use to 
manufacture large-diameter pipe, a abo important. If 
ihe West Europeans decide to 
Yeraburg gas pipeline and Tokyo 
Import Bank financing of Soviet 




Itoonly* 
Moreover, drill- 
: now booked for shipment to the 
I easily be diverted to other markets 
: of a worldwide oil drilling boom. The complete 
with the Soviet Union would 
seriously affect Japanese steelmakers in only one prod- 
uct line — large-diameter welded pipe. The Soviet 
Union has been the principal buyer of this item for 
many years, thus the importance to the Japanese of 
lYa 



Japan's machinery exports to Ibe Soviet Union are 
almost all capital goods destined for resource develop- 
ment projects or for upgrading Soviet manufacturing 
facilities. The value of shipments varia widely from 
year to year, as project* are started and finished. In 
I97« t machinery worth almott Jl billion accounted for 
about 40 percent of all exports to the Soviet Union, The 
the total fell to about S600 million The 
generally attributes a further decline to $550 
million in 1980 to Tokyo's ban on Export-Import Bank 
credit* to the Soviet Union after the invasion of 




: 750.000 tows of pipe in 
FYI98I for use in the construction of a pipeline from 
Urcngot to Pomali. This figure represents an increase 
of 50.000 tons over the level of 1978, the previous peak 



to the Soviet Union 



In 1980. 



in 1981 Toky* has 
a $1 billion buyer's credit 
with the third phase of a joint i 

signed by ihe Soviets 
r- 

firms 
to build a number of 
in the Soviet Union's new 
five-year plan, Tlic availability of government-backed 
credits is crucial, and machinery manufacturers and 
trading companies can be expected to lobby the gov* 
emment for removal of the economic sanction* now 
that Washington has lifted the grain embargo, Mos- 
cow may be trying to increase the pressure by offering 
a Hitachi* Marubeni group the prospect of a SI billion 
for Yamburg pipeline gas compressor stations. 



■ 



Machine tools essential to the improvement of indus- 
trial productivity are the moat important component 
of machinery exports to the USSR. Mctalworking 
machine-tool exports increased by 45 percent in I9S0. 
Many Soviet purchase* are for state-of-the-art hori- 
zontal boring and drilling machine*, numerically coo- 
trolled machining centers, and lathes. Tike Soviets abo 
rely on Japanese suppliers for numerical controls and 
industrial robotics technology. The Soviet market is no 
more important for machine tool makers than it is for 

steelmakers. Shipments bound for the Soviet Union 
were only 4 percent of Japanese exports of machine 

tools in 1980. Unlike pipe fabricators, Japanese 

machine-tool 

on the Soviet market for 

lineH 



nese platinum imports. 62 percent of ru palladium 
imports, and 38 percent of its rhodium imports, 
Dependence on the Soviet Union for other metal* is 
low; Japan imported aluminum worth almost $100 
million from the Soviet Union in 1980, but this i 
7 percent of total aluminum imports ■ 



Japan is not dependent on the Soviet Union for mineral 
fuel** Imports from the USSR as a percentage of all 
mineral fncl imports have fallen steadily to 0.4 percent 
in 19*0. Fuel ml worth approximately SI30 million was 
the most valuable item. Coal imports have declined 
consistently over the Ust five years to a 1980 total of 2.2 
worth $124 million; in both FYI979 and 

short of the 

The, 




from the 17 percent of 1979 to 1.3 percent Although 
Japanese imports were inflated by an increase of about 
75 percent in the price of crude oil, the vahse of imports 
from the Soviet Union declined in rcahcrms Prospects 
are not good for any resurgence ^^1 

Wood pulp, logs, and lumber composed two- fifths of all 
imports from the Soviet Union Japanese trading 
houses have reacted to a two-year downturn in the 
domestic housing market by negotiating a 15- to 2tV 
percent cut in log prices for the second quarter. Vol* 
umc which is decided on an annual basis, remain* 
unchanged. The prospects for a rapid revival of the 
housing industry, an 
not good. I 



the Soviet Union it poor, ongoing joint 
development of the Yakutsk coal deposits and 
Sakhalin oil and gas should lead to fcome increase in the 



Of the S500 million Japan spent on 
lures and semimanufactures in 1980,45 
sistod of platinum -group met 
palladium, and rhodium — critical to 
technology seciors Japana 
Union for strategic metal supplies is 
value, the Soviet Union provides 39 



Trade Relate 

Recently, the renewal and revision of government -uv 
government agreements between Japan and the USSR 
has given the Soviet leadership an opportunity to rekin- 
dle the interest of Japanese businessmen in bilateral 
commerce and thereby increase the pressure on Tokyo 
to ease the pott-Afghan nuan sanctions. Tokyo has 
already initialed a new bilateral trade and payments 
agreement covering 1981-85 so that the expiration of 
the old pact would not create obstacles for businessmen 
in thar efforts to capitalize on opportunities presented 
by theSovKt Union's 1Mb Five- Year Plan. Similar to 
the preceding accord, the new pact provides for 
• The import from the Soviet Union of approximately 
90 items, such as wood, i 



• The 



2 



J*Mo: Trwle Wilh tk< USSR 




* The use 
transactions. 

* Regular 
governments 

* Procedures for 

' ' I 

Although the new 
Ihe Japanese prcu » the 



by, foe 



iux treaty, p 
On the other hand, Moscow. ; 




For the present, Tokyo seems to be doing no more than 
is necessary to keep intact the pre-Afg hanistan frame- 
work for bilateral trade. Nothing has been done to 



In complying with the sanctions, the Export- Import 

almost all new credits, including 
suppliers" credits for regular merchandise trade. Japa- 
nese businessmen, who arc agitated by news of West 
European competitors signing plant-export contracts 
with the Soviets and want to supply materials for the 
propcacd Yamburg pipeline project, have beendamor- 



pdinc project* \ 



19*0, the 
the complaints of the private 




principle for suppliers credits of less than SWO million 
This limit was ctojsen because of a US proposal to 
review projects of $100 milhon or more in COCOM, At 
present, official supplier credits have been authorized 
for only two small projects— a 15 6 million bigb-prev 
sure kiln for lacquer manufacturing and a S7.3 million 
sulfur-concentration project* Final agreement was de- 
layed until December when the Soviets agreed to an 
Interest rite comment with OECD guideline* on ex- 
port credits** 

Officials contend the South Yakutsk and forestry 
projects are continuations of existing projects and 
therefore special cases They contend that the addi- 
tional credit for the South Yakutsk mining project ta 
necessary to ensure commencement of coal deliveries 
to Japan in W*3. Without the infusion of new monc>. 
the USSR might be * We to renege on its obligation to 
i with ami from the project. The 
that they, rather than the Sonets. 

with the forestry : 
of total 




project and the signing of a contract to build the 
Sayansk aluminum project by Ktocknerof West Ger- 
many as examples of opportunities tot because West 
European governments have been less stringent in their 
application of sanctions- The Japanese have a strong 
case: the Europeans have approved official credits or 
credit guarantees and adopted a liberal view of 
COCOM restrictions that otherwise mi*ht have 



ion export 
Eu- 
Ito 

interpret every trip to a major West European country 
by high Soviet trade officials as the culmination of 
important trade negotiations- The outcome of talks on 
the Yamburg project could have a decisive influence on 
policy, if the West German* reach an agrcfr- 
, Japanese big business will intensify its lobbying 
for am 



A second influence on Japanese export credit policy is 
tbe stance of the United Slates, Abolition of the grain 
embargo opens the door to renewed private-sector lob- 
bying for removal of Japanese sanctions again*! the 
Soviets. Moscow U encouraging Japanese businessmen 
by initiating or reviving commercial negotiations for a 
variety of plant export proposals. Some official* within 
the Ministry of International Trade and Industry 
(MITI> singled out tbe announcement of US approval 
for export license applications related to the Sakhalin 
oil and gas project soon after the lifting of the grain 
embargo as an indication that the U nited States is 
further relaxing its sanction 




changes. 



the curb on high-level personnel ex* 

of a few carefully 
on a caae-by<*ic basis, The 
is likely to take a firmer linco 
M 




I to profitable development. Moreover, the So- 
viets have proved to be difficult business partners* 
They have sometime* overplayed their hand, appar- 
ently convinced thai ihe Japane&c were so hungry for 
Siberian resources that they would ultimately accept 
Soviet terms. Japanese entrepreneurs, however, arc 
used to operating in a global economic arena and 
evaluate Siberian resource development projects as one 
of several alternatives During the late 1970s, Japanese 



businessmen began 10 conclude that it would be more 
prudent and profitable to pontic diversification else- 
where* Nevertheless, they have kept the door open by 
continuing todbcuss new project* with ihc USSR ■ 

The judgments of Japanese businessmen on a project's 
economic viability are shaped in part by perceptions of 
thesalability of its output at home. In the late 1960s 
and early 1970s high Japanese growth rales and stead- 
ily expanding demand for raw materials eliminated 
any doubts about the availability of markets five or 10 
years in the future Since the oil crisis of 1973/74. 
however, demand for the commodities imported from 
the Soviet Union has become much more erratic. A 
shift in the Japanese economy from raw-raatcriai- 
intensivc heavy industries to tcchuoloffyHntcnsrvc in- 
dustries is diminishing the need for new sources of 



many raw materials Lower growth rales and sectoral 
shifts have narrowed the number of Heidi in which 
Japanese investors can fed certain of an adequate 
return on investment Oil, gas. coal, and pulpwood 



pro>ects still bold promise, bui proposals for the devel- 




The economic limitations of the Soviet Union stand in 
the way of several proposals. An acute shortage of 
labor in (he Far East may contribute to Soviet reluc- 
tance to move ahead with pulp and paper plants, from 
which the Japanese hope 10 obtain long-term supplies 
Lack of capital is another concern. As bilateral rela- 
tion* have worsened, Soviet inconsistency, i 
nesa, and bargaining tactics have i 




I Soviet threat to Japan's security has 
assumed an immediacy it never had before. The pres- 
ence of troops oo tbc disputed territory has also under* 
lined the USSR's contention that the islands are an 
integral part of the Soviet Union. No longer willing to 
ignore Moscow '* refusal to even acknowledge the exial- 
i of a territorial dispute, Tokyo has linked bask 

I relations to a Soviet admission that a 
temtorul problem exists, as well as to ! 




Given (he 
straints. the 

development are mixed. In spile of 
1981. limber projects should 
USSR's timber exports 
lively little labor to cut 
logs makes it an attractive 
tors who are facod with increased opposition to log 
exports in Canada, the United States, and Indonesia. I 
The prospects for pulpwood and coal exports arc poorer 
because the Soviets arc unlikely togrve them sufficient 
priority. Tbc Japanese should eventually receive gas 
from Sakhalin, but probably later than scheduled in 
the original plan. Ot her projects aft likely to remain in 
limbo for 

TV* Political P*rsp*cthf 

The economic sanctions imposed by Tokyo after the 
Soviet invasion of Afghan nun made the connection 
between economics and politics more explicit than at 
any time since the restoration of diplomatic relations in 
1956^ The sanctions are only one manifestation of 
broader alteraiions in Japan's foreign poircy. The re- 
cent buildup of Soviet strength in the Far East and the 
diversion of some US force* to the Indian Ocean have 
put more pressure on Japan to accept greater military 
and political responsibilities in northeast Asia These 
increased responsibilities reduce Tokyo's freedom to 
circumvent the political and military ramifications of 




in- 

in the world 
of overt Soviet military intervention in 

the Soviet Bloc, Tokyo will respond 
as it did after Afghanistan. 




Poland is a special case Because it is a satellite coun- 
try. Soviet intervention there might not arouse Japa* 
ncsc politicians were it not for the likely reactions of 
Japan's allies Afghanistan and the relative decline tn 
US power dunna recent years have herghtcneC 
awareness of ihe need for Western unity in 



The Kremlin s reaction to the signing of the 




ment of a 

have nut additional strain on Tokyo. The Japanese 
suspect the Soviet troop buildup in the Northern Ter- 
ritories was an attempt to deter them 
relations with Beijing If so, the; 




shown no indication thai it feds compelled lo break the 
present stalemate in relations with Japan. Recent So- 
viet diplomatic initiatives fail to address the crucial 
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Japan: Evolving Policy 
Toward the Third World 




the late 1970s Japan's policy toward the LDC* 
has evolved as Tokyo's own new of Japanese national 
interests has chanted and as Japan has responded to 
US pressure lo play a global role commensurate with 
iu economic power. 



LDC Partner! 

have always dominated Japanese lies 
To Japan, the LDCs arc 



f it an 1 

Japan: LDC Share of T.Ul Experts, 
•J 




Aggregate track id 
story. Japan's dependence on LDC 
source* of wpply hat been increasing. In 1981 LDC* 
absorbed 44 percent of total Japanese overseas sales* 
up from 39 percent in 1971 (sec figure II LDCsetoo 
supplied nearly 60 percent of Japanese imports in 
1981 compared with 42 percent i decide earlier, m 
part because of hither oil prices Moreover. Japan it 
more dependent on the LDCs than u the United 
States or Western Europe. The United State* 
marketed only 37 percent of its exports in the LDCs 
in 198 1 and drew only 44 percent of its imports from 
those countrifiLFor Western Europe, the shares 



IfTI 1911 1*11 





In terms of major commodities, LDCs supplied 25 lo 
35 percent of Japanese food imports and 40 to 45 
percent of raw materials over the past decade. LDCs 
have been particularly important as sources of supply 
for fuels; they meet almost 90 percent of Japan's 

an oil an 



market for the manufactured capital and . 
goods that dominate Japanese overseas sales. Asia 
ranks first as a source of supply for foodstuffs, wood, 
nonferrous metal ore*, and LNG; second for crude 
petroleum and iron ore (sec figure 2K It also absorbs 
about half of all Japanese exports to the LDCs, The 
Middle East continues to supply most of Japan's oil 
needs and much of its LNG. It also Is Japan's second- 
most-important LDC regional market^ 

Reflecting Tokyo's drive to line up secure sources of 
fuel and raw materials. LDCs had received S19.7 

i indirect investment by 1981, more than half of 



LDC 
re of 



boihasa 
and as 





Fit"" 2 
Jipan: I.DC 
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Utift Ami ric 
Other L DC 





JiijMn't ovctieis investment worldwide Major re- 
source development project* were undertaken in Indo- 
nesia (oil and fan), Brazil (iron orefc, and if* Kuwait 
neutral /one (oilVfl 

Nonetheless, the aggregate statistic* mask the client 
to which Japan » economic interest* have been con- 
centrated on a fairly small number of LDCs: 

• The fast-growing East Asian LDCs. 

• The raw material suppliers in ASEAN/ 

• Oil producer! in the Middle East. 

• A few countries in Africa and Latin America with 
high-growth potential or large raw material bases 

Five LDCs — Indonesia. BraWI, South Korea. Hong 
and Saudi Arabia— acoount for 53 pe rcent of 
investment in 




New Political Comtderatiora 

In the late 1970s Tokyo began to take another look at 
its relationship with the LIXV The 



of this revaluation were Vietnam on of i 

to 1978 and the Soviet 
in 1979. 

backed advance directly threatened the security »nd 
stability of the Middle East and Southeast As ia, the 

LDC regions of greatest importance to J*JU-|HH 

Tokyo*! new perspective also reflects a more basic 
change in Japan's overall foreign policy. Through 
most of the 1960s and 1970s, Tokyo had messed 
Japar.'s determination to be on good term! with all 
countries in order to maximize access to foreign 
markets and sources of supply ind to minimize ten- 
sions in Japan's relations with foreign governments, 
including the Soviet Union. As the spirit of Ea*t*Wesi 
detente evaporated in the mid-1970s and Tokyo be- 
came more conscious that Japan's actions had an 

on big power relations, the Japanese Govern* 

I to the 






Key Judgment* Strategic considerations have begun to figure more prominently in Japa* 

polio "ward LDCi as Japan's own view of its national interest* 
"2 evolves and as Tok>o responds to L'S pressure lo play a «lobal role 

—"•*"*■ ^* commensurate with its economic power. The Japanese approach, however. 

continues to be driven by 



Tokyo's reevaluatton of policy toward the LDCs was stimulated by 
Vietnam's invasion of Kampuchea in 1978 and the Soviet invasion or 
Afghanistan in 1979. which threatened stability in ASEAN and the 
Middle East. Underlying this, however, is a larger change still under way 
in Japan's overall foreign policy that reflects growing appreciation of the 
Soviet threat, a deepening self -confidence ttemming from Japan** econom- 
ic success, as well as VS demands that Japan use its economic power to 
il *nb the Soviet 



Tokyo places a high priority on maintaining stable commercial relations 
the LDCs, which are valuable markets for Japan's manufactured 
supply much of the fuels, foodstuffs, and raw materials 

to Japan's survival and Industrial growth. Japanese interest 
.on the relatively fast-growing East Asian LDCs, the raw 
I suppliers of ASEAN, and the oil producers in the Middle Eur 
The key policy tool baa 1 




tnesc foreign aid increased rapidly in the late 1970s and. although tight 
budget* have forced a slowing of the growth rate. Tokyo remains commit- 
ted to further expansion of aid. Southeast Asia— particularly Thailand, 
ASEAN s "frontline state"— has been the principal beneficiary of Japa- 
utstancc. Japan has also boosted aid to Turkey. Egypt, 
other strategic countries in or adjacent to the Middle East. 



International pressure and Japan's own estimate of it* strategic require* 
ments will continue to push it toward a more active relationship with the 
LDCs. The new Nakasone government will, if anything, move further in 
this direction. Nonetheless, there are limits lo how far and how fast Japan 
will proceed: 

• Aid policy will continue to be driven by economic imperatives, and Asia 
will continue to receive the lion's share of foreign ; 



• A severe budget crunch is likely 10 keep foreign aid from expanding 
rap,d!y. 

• The strategic rationale for economic assistance will remain politically 
controversial in Japan, as was demonstrated most recently in aid 
negoiiations with South Korea. 
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Within Asia, more than half of ODA b directed 
toward ASEAN. The dramatic increase id aid to 
ASEAN that occurred after the fall of Saigon and the 
invasion of Kampuchea reflects Tokyo' * decision to 
use economic resources in support of poUtkmJ /strate- 
gic objectives (see table 1). Indonesia has ranked first, 
not only within ASEAN but among all aid recipients, 
but Thailand— ASEAN** "frontline state"— has ben- 
efited most from the new Japanese approach Between 
1976 and 1981 Japanese aid - 

from i!4 million to $286 \ 
i of bilateral Japanese aid grew from 1 .4 i 

8.3 I 





Outside of Southeast Asia. Tokyo has boosted aid to a 
heterogeneous collection of stale* in and around the 
Middle East. Although most aid decisions in this area 
were colored by a desire to stabilize a region crucial to 
Japan's oil supply, the rationale in each case was 



Tokyo commit* 
'cmcn. Oman, Soma- 



onn 



sun's cbim on Japanese aid. 
• Tokyo increased aid to Egypt and Jordan because it 




i in Central America and the Caribbean, 
on the periphery of Japan s foreign policy 
, arc now receiving more Japanese ODA, 
still in modes t amounts. We believe Tokyo sees 
the Dominican Republic. CotU Rica, and 
Honduras as places to demonstrate to Washington 
that Japan is a cooperative ally. Japan's own interests 
In Latin America focus on the major raw material 
exporters of Mexico. Braril, and Venezuela, which 
together account for almost haif of Japan s trade with 
tbe region. Japan's involvement includes far more 
investments, trade credits, and bank loans than eco- 
nomic aid Reflecting its belief that Mexico is an 
important LDC. however, Tokyo U heavily involved in 
multilateral efforts tosolvc Mexico's international 
financial problems J 

Over the past decade, the share of Japanese aid going 
to Africa has increased even though tbe relative 
importance of trade with the continent has declined. 
In pan the Japanese are motivated by humanitarian 
; aid for; 



alliance with the United States and its 
the policies of the USSR. We believe the 
factors tn this process, which is still in progress, 
include: 

* Increasing concern about the Soviet threat stem- 
ming from a perceived erosion in the US strategic 
position and the growing Soviet military presence in 
East Asia. 

* Growing Japanese self-confidence stimulated by the 
rapid growth in Japan"* economic power. 

* US demands that Japan use it* economic cower to 





Tokyo never considered military aid or 
i of military forte, because such 




twi :j n 74 m h a n w n li 




menis, we believe Tokyo's goals arc to: 
• Strenf then the economic underpinnings of LOCi 




assistance has fared 
for 1983. It will 



Tokyo pledged in May 197& to double Toretgn 
the next three years. In fact t between 1977 and 
total Official Development Assistance (ODA| dis- 
bursements increased from St -4 billion k> S3. 3 billion. 
In January 1981 Tokyo followed up by setting a new 



goal for ODA o 
SIC 7 billion in 



'$21.4 
976-SO 




19SMV 




as rapidly as it did 
of less economic signify 



multi- 



The Japanese Government favors bilateral 
lateral aid. The Japanese want maximum ai 
among the recipients of where the aid comes from (see 
figure 3). Bilateral aid commitments denominated is 
US dollars increased rapidly in the late 1970s, grow- 
ing by 33 percent in 1980 Since then, however, the 
rate of increase has slowed is Tokyo has tried to trim 
its fiscal deficit and the yen has depreciated against 
the dollar. In 1981 



, or aid. The thin b evident in the 
share of LDC trade accounted for by the 10 top aid 
re ci pie nts - In 1970 the top 10 accounted for 
41 percent of Japan s total trade with L DCs. by 1981 




Although Asian LDCi continue to be the favored 
recipients, they now receive only about two-thirds of 
i ODA, compared to 95 percent in 1971/ 




ud Or* ™**s * mi,An ( 

omtdc tfce set of LDCaH 




As in the Caribbean. Tokyo also wants 10 demonstrate 
its international responsibility . In its firs: involvement 
in a UN peacekeeping activity. Tor example Tokyo 
has volunteered equipment and civilian personnel to 
the prospective UN Transition Assistance Group for 



Egypt-ACeseStady 

Egypt a good example or how the Japanese Govern- 
ment ii issifning a greater role 10 political/ strategic 
considerations in its approach to the LDCs Japanese 
Foreign Ministry officials believe that Egypt ts tbe 
pivotal country in the region because of iti military, 
political, and cultural position in Ibe Arab world and 
because of ill critical role in the US-sponsored peace 
process Although the country's economic importance 
to Japan is imigiuficant-only 0.3 percent of total 
Japanese foreign trade-Tokyo extended 171.1 oil- 
lion in aid. representing 2, 1 percent of total bilateral 

the Middle East in 1981 
improve ■ 





International pressure and Japan's own estimate of its 
national interest will, we believe, continue to push it 
toward a more active relationship with LDCs. At 
former Prime Minister Suiukfs request. For exampta. 
a Japanese think tank recently completed a study of 
the Soviet threat to global stability. It concluded thai 
Soviet expansion into LDC areas abundant in energy 
resources and raw materials constituted a serious 
threat to Japanese interest 



receive tbe majority of Japanese aid, although individ* 
ual countries will move up and down on the annual list 
depending on particular projects and priorities! 

Slower Japanese economic growth, a severe budget 
crunch, and adverse shifts in exchange rates probably 
will keep Japanese foreign aid from expanding 
rapidly. Tbe Foreign Ministry is already predicting it 
will be very difficult for Japan to fulfill its pledge to 
double its aid Although in absolute terms Japan is 
now the fourth-Largest aid donor, tbe burden on the 
Japanese economy was only slightly heavier last year 
than it bad been a decade earlier. In 1980 aid 
represented 0 32 percent of GNP compared to 0.23 
percent in 197 1. In 1981. because of a decline in 
multilateral aid. the ratio was only 0.28 percent. 



there are limits as to bo* tar i 
will move. Economic interests will 
to drive Japan's policy toward ibe LDC*. We 




tain tbat aid if 
At most, J 
thai aid 




officials can publicly acknowledge 
to promote Japan's economic 




The protracted, acrimonious aid negotiations between 
Seoul and Tokyo since mid- 1981 illustrate the finan- 
cial and political dilemmas Tokyo occasionally facts 
in extending aid to strategic LDCs South Korea, as a 
neighboring country directly threatened by Commu- 
nist aggression, is of undoubted strategic importance 
to Japan. For that reason. Tokyo assembled a five- 
year S4 billion package of loans and aid. This was 
generous by Japanese standards and reflected Tokyo's 
commitment to maintaining stability on the peninsula 
as well as its interest in appearing supportive of the 
L'S defense commitment to South Korta| 



Prime Minister Suzuki, however, had to intervene 

could agree on the 
that South Korea's 




status as one of the relatively wealthy LDCs made it 
ineligible for Urge amounts of concessional economic 
assistance. Still others were worried that giving way 
to Seoul might iiiautkttjMhcr aid 
up their demands 

The biggest obstacle, however, was Seoul's insistence 
on publicly Justifying its aid request as Japan's contri- 
bution to supporting peace In Korea. Until the South 
Koreans decided to abandon this approach, 
lion* almost broke down. Even so, the textbook 
trovcrsy this fall has reduced Tokyo'! enthusiasm and 
will probably delay final resol ution of lb* aid issue for 
several more month ~ 
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JAPAN-USSR: Response to Soviet Threats 

rfc* Japanese pretest zcainsz Soviet statements about the 
redeployn&nt of inter*ediave-rcnce missiles fpgm Europe Siberia 
and against Soviet *tedia attacks threatening Japan uitk nuclear 
destruction for its zl&se ties uith the US was unusually strong. 

Tokyo's protest was directed at Foreign Minister 
Gromyko's recent statement that, in the event of an INF 
agreement in Europe, the USSR probably would redeploy 
some SS-20 missiles to Siberia. The Japanese also 
rejected recent Soviet media commentary portraying Soviet 
actions as a response to Japan's efforts to increase 
defense capabilities and the decision to station US 
P-16 fighter planes at Misawa in northeastern Japan, 



Comment : Moscow's efforts to influence Japanese 
public opinion may have b«en counterproducti ve + Foreign 
Ministry officials have told I V^^yfy rti^-rj they were 
surprised by the heavyhanded Sovie^attacXs on Prime 
Minister Nakasone's visits to Washington and South Korea 
The Japanese media generally have supported the govern- 




ment's position and have focused on the issue as an 

USSR's efforts to deflect attention 
eativ increased military strength in 



example of the 
from its own q 
East Asia. 




K The hostile attitude of the Soviets toward Tokyo's 

? apparent desire to strengthen Japan's defenses probably 
.1 will not be affected by the protest* The tone of Moscow's 
rhetoric indicates that an early move to improve relations 
* is unlikely- 
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Japan: Marking Time 
in Economic Relations 



With the USSR 





in 

With the 



Key Judgments 



Moscow's harsh reaction to Prime Minister Nakasone's moves to strength- 
en ties with the United States, particularly in the military field, and 
Tokyo's hardlioe response milit ate again st any significant improvement in 
sme lime to comeJ^ 




pressure for better economic relations is ai a low point- Business 
in the Soviet market has faded as recession and other problems 
for Soviet raw materials and energy The Japanese 
Government and private investors i* the Sakhalin offshore oil and gas 
project do appear determined to move ahead, although prospects for new 
Siberian resource development projects are dim. In 1983 total trade 



between Japan and the Soviet Union is likely to rise at well be tow the 16- 




The Nakaione adminbt ration's efforts to strengthen ties with the United 
States have also produced a willingness «> cooperate in the enforcement of 
economic sanctions against the USSR. The Japan Export- Import Bank has 
made no major new commitments to Moscow since the declaration of 
martial law in Poland. Enforcement of export controls recently has been 
lightened. On other East-West is 




The real test of Nakasone's willingness to subjugate economic interests to 
political objectives will come two or three years from now, when 
have improved and some of the current 





ORCOS* 




with domestic advo- 
by permitting increased 
activity on the private level Japancac banks are showing increasing imcrcsi 
in the Soviet link* as a potential borrower and arc likely at some point to 
lobby for removal of exiting guidance against direct loans, A substantial 
expansion of trade would then be possible without any relaxation of the ex* 
isting curbs on official fii 
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Japan: Marking Ti 

In Ecoflomii 
With Ibe USSR 




He 

ibe military capability 
war and must be 
totbe 
' Some Japa- 
inthe Ministry of Foreign 
that the new Prime Minister's 
I diplomacy might lead 10 an 
I to improve relations with Moscow They 
have found, instead, that Ntkuooc was willing to use 
the Soviet military buildup in Asia, the Northern 
Tcrritorica issue, and the SS-20 isaue to bf i*g atlca- 
lion lo Japan'* security problems. In bis first few 
moniha in office, for example, he increased defense 
spending by 6.5 percent, improved relations wit* 
South Korea, decided that Japan should make tech* 
nology available to the United States for military 





coopers i*on between the United 
tod China in the Far East, On the eve 
the Soviet Embassy in Tokyo 
to allow the basing of US 
the Soviet media gave 
i month's grace, mixing 
and influence as a politician 
pail support for revising Japan'* 
prohibition against war as an instru- 
ct foreign p olicy and his support for a 
military P~ 



In January, however, Moscow switched to a harsh 
propaganda campaign and threatened to use force In 
an effort to counter Nakasone s move toward closer 
military cooperation with ibe United Stales and im- 
proved relations with South Korea. In response to the 
remark about the "unsinkabk aircraft carrier," a 
TASS report on 19 January carried threats of possible 
nuclear attack against Japan Two days before that, 
in Bonn. Sovki Foreign Minister Gromyko for the 



imi 



ime publicly raised the iuue of redeploying 



SS-20s to the Far East. Ankles denouncing the 
revival of Japanese militarism and the threat it posed 
to other Asian nations began to a ppear w ith increaa- 




closing me approaches to the Ma or Japan ua < 
and in general left no doubt that strengthening the 
alliance with the United State* aod shoring up 
Japan's defense capabilities were personal i 



i Nakasone took office, the Soviet Union 
had registered concern about the increase in defease 



As part of an effort to turn Japanese public opinion 
against increased military cooperation with tbc 
Umted State*, the Soviet Embassy in Tokyo scot 
letters to two opposition parties in Japan promising 
that the Soviet Union wouid not launch a nuclear 
strike against Japan as long as Tokyo observed its 
three norm uc tear principles — no potscuuig, produc- 
ing, or permitting the introduction into Japan of 
nuclear weapons. At the same time, by charging that 
nuclear-equipped US forces were already based in 
Okinawa. Moaoow implied that the nonmiclcar princi- 
ples wer e not being faithfully observed and that the 
Japanese people should not be content with the poll* 
ciea of tbc Nakasone government.! 
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The Northern Territories 

In addition to the increased interest 10 security tssucsJ 
Tokyo has taken every opportunity to press the USSR] 
strongly for the return of the Northern Territories. Or\ 
23 April Nakasone and Chief Cabinet Secretary 
Gotoda reaffirmed Tokyo 1 ! longstanding demand thai| 
the Soviet Union return the Northern Territories— 
three small islands (kunashin. Etorofo. and Shikoun) 
and a tm^rdupclago <tbe Habomaisr-10 Japanese 

Japanese official* have repeatedly emphawicd that 
bilateral relations will not improve substantial!* until 
the Soviet Union at least recognizes the existence of a 
territorial issue. Japanese diplomats keep the issue 
front and center by insiiiing thai Foreign Minister 
Gromyko visit Tokyo before any high-level Japanese 
official viiits Moscow. The Soviets have countered 
since 1978 that a Gromyko visit can lake place only 
after the proper "atmosphere" is created and some 
possibility of a breakthrough on political issues ia 
imminent, in other words not until they receive assur- 
ance* ibal the Northern Territories issue will not be 
raised and Tokyo diipla>* some interest in i 
a Good Neighbor treaty. 1 
ures, or a "no i 

TIN Political Setting 

Tokyo faces litlle domesiic opposition 10 its policy 00 
the Northern Territories and generally believes the 
onus ii on Moscow to improve bilateral relations. Tbts 
unusually hardline consensus owes much to 1 





Toe increased salience of security issues on both sides 
of the bilateral relationship comes at a time when the 
prospects for improved economic ties are uncertain. 
Exports continue to grow— by almost J6 percent in 
IW2-bui imports declined by 7 percent Tokyo, 
meanwhile. show* diminishing interest in deepening 
Japan's involvemew in the Soviet economy For one 
material and energy requirement! 
by recession and structural 
in the economy. Acting in tandem with the 
L mtcd State* ard NATO. ToM imposed sancl.ans 
against the USSR after the Soviet invasion of Ah 
ghanistan The unctions included 

* Restncuom on official export credits to the Soviet 
I'm 

• Reiffirmaiwft of a ban against the export of high* 
technoiof > items included on the COCOM list 

- Restriction* on contacts 1 
officials 

Although the resinctmis on export credits and official 

toi 




buyer* credits (o support a S40 million supplement to 
the South Yakutsk coking coal project tnd tnc third 
phase of ibe Siberian [imber project 
old-new distinction even further to 
major business interest, Tokyo justified 
Import Bank credtti to Tifunce tbe ule of large- 
diameter pipe on the ground thai tbe pipe *a* pan of 
an ongoing scries of transactions. Approximately SI60 
million ha* been allocated to finance pipe sales in 
fiscal year 1913, 
alio have been made aa W«i 
and the United State* 



compcti* 
any. it has 
from political issues. 



We 



the Soviet campaign is almost certain to 
in Japan of energy 
Tbe business community ts not of one 
id over the need for government initiative to 
vc economic relations *ith tbe USSR, 




I 
I 

lion of martial law in PiXan 
Import Bank has nude aim 




Japan is also cooperating with US efforts to tighten 
i official credit* are granted. In 
the Ministry of Finance insisted 
mce of OECD guidelines on interest 
rates. Tokyo docs argue, however, that tbe current 
premium of 0.3 percentage point that it must add to 
the long-term prime rate (now 6 4 percent) m calculat- 
ing the rate for Export- Import Bank loans makes 

official financing more expensive than loans from 
private bankjj 




Moscow has responded by waging an increasingly 
intense campaign to undermine domestic support for 
Tokyo's hard line on official credits Rather than 
protesting directly to the govtrnment, the Soviets 
have attempted to mobilize the Japanese business 
community to push for a change One tactic is to 



The Ministry of Finance, the final authority within 
the bureaucracy on export credits and financial issues, 
has no interest in upsetting its excellent relationship 
with LS financial authorities for the relatively small 
gains that would come from easing sanctions. F.vcn 
the Ministry of International Trade and Industry 
<MITIk the traditional promoter of expanded trade* m 
relatively inactive at the moment, perhaps because it 



urdc^s^wich 



pressure from Washington on other 



MMfJ Fiwrnmeing. Trading companies have mini- 
mized the effect of the dodioe in Japan Export- 
Import Bank lending to the Soviet Union on trgdt 
financing more of the trade themselves] 




StCTtt 




reflects the suspsoorts of trade official* and business- 
men thai Wishing loa hopes to cripple existing Japa- 
nese trade ind resource i 
USSR and ctoseorTi 
nese 



Tokyo also rcstu some pins of the US proposal to 
control equipment and technology relitcd to the oil 
and gas industry. The proposed monitor ing 
menu for pipeline-related equipment 
Japan's steel ind machinery industries hard. We 
suspect Tokyo is also concerned that pins of the 

of the Sakhalin 




COCOM 
cious of US motives. 



The Soviets al 



1 N. 1 



develop Sibcr 
defined. ho»< 
seriou^v. 



hair recognized that prospecu for 
3pmcm projects are bleak. 1 

Soviet official* arc now talking 
bunching "mmiprojccts" 10 
resources The concept is loo PI 



Onl> the Sakhalin o/Tihorc oil and gas project has an; 
momentum at present. The oft-d*Uyed eiptoratory 
phave of (he project should be completed thts summer 
Tokyo, prodded by a consortium of major firms and 
banks that has 1 1 00-200 million invested in the 
project, remain* committed to proceeding with the 
development phase, even though the utility compa* 
nies, the ultimate consumers of the liquefied natural 
gas (LNQ) portion of the output, appear to haw 

1990s 




From the government'* perspective the project is 
to diversify source* of LNG. 
l On Indonesia for 45 percent of iu 
natural gat Moreover, Sakhalin is closer to Japan 
than Alaska. Australia, or Malaysia, and it does not 
pro the same risk of political instability as Abu 
Dhabi and Indonesia Sakhalin 
prices low than those available I 
live suppliers, not only because ofi 
the contract, but also because Moscow has a record of 
underpricing competitors to t 
gas. Equipment 
opportunities in , 

from the project, which could exceed Si 
in the mid-to-latci; 
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billion 



become an impedi- 
ofirade with the USSR. 
Japan, the Soviet Union is 
trade with West European coun* 
y complained to Moscow that its 
financing Japan's exports to the 
arc demanding that the Soviets 
ihare of pipeline-related contracts 
Japanese businessmen ex- 
European countries will make similar 
are likely to respond; they 

rela- 



Exports. The value of Japanese exports to (he USSR 
rose by 35.6 percent (year-to-year coenpariioo of yen 
values) to $3.9 billion In 1982. Producer foods nude 
up the majority of Japanese shipment*: iron and nod 
alone were worth S1.7 billion— over 40 percent of aJJ 
exporu. Large* diameter pipe for natural gas pipelines, 
seamless pipe for oil wells* steel plate for the manu- 
facture of Large *diamcter pipe, and special steels were 
the principal iron and steel products. Japanese indus- 
try expects the volume of steel exports to remain high 
as work on the Siberia- Western Europe and Soviet 
domestic gas pipelines continues Shipments of large- 
diameter pipe should remain at 1 million metric tons 
per year for at least two more years. Plate shipments 
exceeded 540,000 tons in 1982; according to a Japa- 
nese industry newspaper, the Soviets are seeking an 
assured supply of 600.000 to 700.000 tons a >ur | 

The worldwide recession has increased the importance 
of the Soviet market to Japan's steel industry. The 
Soviets purchased 8.8 percent of the industry's total 
exports, as compared with 6.9 percent Last year and 
5>5 percent in 1910. Dependence on the USSR for 
export taks should drop back into the 5* to 6-percent 
range once markets improve elsewhere. By product, 
Japanese dependence on the Soviet market is greatest 
in the case of large-diameter pipe. The Soviet Union 
has b een the principal 
yeai 



Japan's machinery exports to the Soviet Union rose by 
almost 58 percent to SI. 5 billion in 1982. Unlike in 
the past, when plant exports accounted for the growth, 
construction machinery, cargo-handling machinery, 
ind dump trucks led the way. Japanese observers note 
that the Soviets are buying much of this machinery as 
part of Phase III of the Siberian timber resources 
project. The timber resources development contract 




oiTiciab have 
expressed interest in smaller scale plants to produce 
electronic goods and in automated production facili- 
ties, but actmal exports will be Limned by Tokyo's 
adherence to COCOM Japan's Ministry of Foreign 
Affairs has refused visas to Soviets seeking to visit 
facilities containing sensitive technology* and M1T1 ii 
(abac measures to upgrade COCOM i 




Machine toob essential to improving industrial pro- 
ductivity are a substantial percentage of exports to the 
USSR The Soviets purchased Large numbers of 
grinding machines and machining centers in 1982. 
The Soviets also rely on Japanese suppliers for nu- 
merical controls and industrial robotics. Kawasaki 
Heavy Industries, for example, has sold 42 spot 
welding robots for use in motor vehicle assembly in 
the last three years, according to a US businessman. 
Nonetheless, the Soviet market is not of great impor- 
tance to the machine tool industry as a whole; ship- 
; only 4 percent of Japanese machine tool 
in 1981 In the case of individual firms, few if 
laaaj 




Machinery export* probably 
Demand for machinery to 
dcvelopmen 



decline this year. 




Imports. The value of Japanese imports from the 
Soviet Union fell in 198? by 7 percent to $17 billion 
(ca f.(. The drop reflected falling demand induced by 
falling prices for semimanufactured 
terials. which have traditionally 
for more than half of the value of import*. 
The USSR accotnis for only 1 J percent of Japan s 
bill Prospects arc not good for a turn- 
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value of direct told imports front the 
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In 1982, 

the USSR, having 
in 1981. Wood 
pro^oriet lobby 




A* tabic 2 
I stagnant housing 
toll. Japan Imported 
wood 

$747 million in the peak 
In IWI Here, too, 
is the result of a fall in prices. The 
cx.mple. fell by 14 
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modestly iii 
turned upward io the 
__i b expected to continue 
I9IJ. For tbc year the increase io 
be 6 to 7 percent Uu 
it Ike Sonet Union', ability to 

market. Japan's total wood 

.^cojumitdy i 1 percent in 

value of Soviet shipments declined 



Tbc Soviet Union continue* to be a major supplier of 
pUtinum^nwp meulv Hatinum. palladium, and 
rhodinn*-- which are essentia] to Japan's advanced 
technology sectors By value the Soviet Union supplies 
46 percent of Japan's rhodium. 55 percent of its 

and 24 percent of its platinum- Imports of 
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platinum group metal* were worth SI 14 I 
1982. Dependence on the Soviet Union for other 
mciab U low. As a rule of thumb, Japu tries to keep 
iU dependency on the USSR below 20 percent. Only 
in the case of nickel is dependency it this level 
Nickel, however, presents no real problem Cauda it 
the largest supplier, and the Philippines, Australia, 
■nd the United States ire alternative i 



In the immediate future, we expect Pnroe Minister 
Nakaaone to uphold the need for a common front 
among Western nations in dealing with the USSR. 
Nakaaone appears to share the view of the Ministry of 
Foreign Affairs that closer cooperation among West* 
em countries will, over the long term, \ 
Tokyo 4 i position in < 




t interest in a common approach extendi to 
INF negotiations* We believe the sudden cipres- 
of high-levd Japanese concern about the [NF 
he basing of SS-20* probably has 
ike potential threat from tbe USSR 
with the need for reassurance that tbe United 
States give* at much priority to tbe defense of Japan 
and the western Pacifk as it docs to tbe defense of 




Recession and, more recently, the Lcvchcnko allc 
lions have spared Nakaione the hard decision* usually 
accessary to bring export credit and control policies 
into line with a tougher political stance toward Mm 
oow. The real teat of Nakasooe'i willingness to mbju- 
gate economic interests to broader political objectives 
such as the recovery of the Northern Territories will 
come two or three years from now, when domestic 
business conditions have improved and some of tbe 
i surrounding fat are deman d for 





HI not. in our view, turn away from 
l*a commitment to a harder line politically. He 
will, however, eventually have to compromise with tbe 
advocates of expanded economic ties with Moscow by 
permuting increased activity on the private level. 
Japanese banks arc showing interest in the Soviet 
Union as a potential b o rrow e r and arc likely at some 
point to lobby for removal of the Ministry of Finance 
ainu direct loam If the Sakhalin offshore 
project and the Siberian* Western Europe pipelines 
move ahead, the Soviet Union would be in a better 
position to repay long-term credits. Thus, it is quite 
possible thai commercial banks could displace the 
Japan Export-Import Bank as the primary supplier of 
credit for plant exports and smaller resource develop* 
mem projects. A substantial expansion of trade would 
then be poasibfe without an y relaxa tion of the existing 
curbs c 





with the Sovlan 
Japan'* d—ira to nii fens/ont in 
kof Itauo* dividing 




The Soviets and Japanese nave not had such a fuH schedule of 
since the invasion of Afghanistan. Tokyo bills the meetings as a 
"breakthrough" in Foreign Minister Abe's "creative diplomacy." 
According to press reports. Foreign Ministry officials hope the 
exchangee will pave the way for a visit by Foreign Minister Gromyko 
in private, however, they do not foresee much improvement resulting 
from these meetings and believe a thaw cannot be expected until 
after the US gresjgeniiai election, when they nope US-Soviet reiaiions 
will 




The Soviets nave stressed their willingness to resume contacts but 
have warned that only -practical deeds" can reduce tenaiona. They 
have snown no stgn of moderating their propaganda campaign 
unst Japanese "militarism" and m prtvate talks with Japanese 



of the 



Gromyko said in mid-Jury that signs of - 
US would be the touchstone of Moscow's future 



Comment Both Abe ind Prime 
uneasiness over Japan' 
this diplomatic posturing to 
ruling party elects . ts president in 





positions before the 
; They probably see the 
for seizing opportunities that might 
to improve 



dialogue with Tokyo to alter 
the dose relationship Nakasone has forged wtth the US but may hope 
it will encourage the Japanese to moderate their position on mutually 
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of the meeting In New Delhi on Sunday 01 , ... 
Pnme Master Nakasone says that Tikhonov 
K* by both sides" «re needed to Improve 
D ^r: -~" n ^lad'n, the first deputy chief of the Soviet 

J^oniQn Ministry official, regard the meeting with Tlkhor™ 
as significant because Nakasone was one of the 1**^^!. 

Territories issue, while urging Japan to conclude 
cultural agreements and a ■•good-neighbor" 
report ©dry told me Premier that Japan will 
only If Gromyko visit. Tokyo and 



Comment Moscow's new 
Is an attempt to appear n 
expand the dialogue. The 
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The continuing 
Korean Interest In 

contributing 
In 



the Northern 




wtth Japan 
recent efforts to 
the first such 

In 1973. 



relations and signs of North 
with Japan also may be 
may hope that playing to public opinion 
m ^ m,mA by Tokyo. There is no 

conoeeelons regarding 
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Li Defease of the Yen 



Contrary to recoil press reports that Japan's actions have been purposely designed 
lo undervalue the yea, Tokyo's short mo policy is designed to inhibit yen 
depreciation. Defending the yen t% consistent with Tokyo's primary economic goals 
of maintaining low inflation, encouraging domestic demand, and alleviating trade 
pressure. Unlike the mid-1970*, official intervention in foreign exchange markets 
has been modest, indicating authorities are imoothingou^ay- to-day fluctuations 
and not holding the >en at any particular peg point. B 

So far this year Bank of Japan intervention has been in support of the yen. In fact. 
Bank officiate had hoped to lower the official discount rate to 4.75 percent to 
stimulate domestic activity but are holding off in the belief such a move would Eead 
to further depreciation unless US interest rates alio fall. The Finance Ministry 
also is asking Japanese insurance companies to delay foreign portfolio investment* 
in order to slow the outflow of dollars. Nevertheless, since 1 January the yen has 
depreciated 6 4 percent against the dollar, ^^^H 
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DIRECTORATE OF INTELL IGEHCE 
21 December 1S84 
Nakasone's Meeting with the President 

■ 

Shortly after forming his new Cabinet in early November. 
Nakasone said that the period before President Reagan's 

rt. KIIfiMc^u J" POr f an f ln " ••»«'•"> realized" because 




I n S e K "* U i! ur 9« nc y. however, believing 
KiJM'JJ 001 be * P robl " ""it the second half of 1985 
because the recovery has kept US unemployment down. 




«'^"E*? PObab ! y ." ni p0,nl t0 lht ne * committee and 
IndiJIf J ;5 eri '"l"" dur,n * hi * two years as 

diffe"n?«. ^ncerity in working to reso Ive trade 
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DIRECTORATE OF INTELLIGENCE 
21 Oeceaber 1984 

»» Flexibility 




A more Assertive approach that reflects Japan's growing 
self-confidence as an Independent world power will temper the 
Print Minister's Inclination to make concessions to the United 
States. Nakasone May be increasingly sensitive on this score. 

\ w 1 th 




With the bilateral current account surplus likely to be over 




iiiri.MMi 



continue to irou 



im,r mi imrmi 



-- Tokyo's effort to reduce its budget deficit will prevent 
expansionary government spending that could stimulate 
doaestic deaand--an essential ingredient for laport 
growth. 

-- Revenue shortfalls will stall any wholesale tariff 

reduction and aay aandate ex d_se tjx cs that could put US 
products at a disadvantage. ■ 

Tokyo's Increasing unwillingness to respond to what it 
perceives as the unreasonable deaands of US special Interests 
will be the cost serious Halt to its flexlbllty in dealing with 
trade differences. Press reports and public opinions polls 
indicate the Japanese believe their aarkets should be more open, 
but there Is a consensus that the trade imbalance with the United 
States is not Japan's fault. Rather, Tokyo sees it as the result 



This memorandum was prepared by the Office of East Asian Analysis 
In support of President Reagil^meet i ng with Prime Minister 
Nakasone on 2 January 1985. 
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of the strong dollar created by high US Interest rates. In 
addition, Tokyo believes that the flow o f fun ds and goods from 
Japan has helped fuel the US recovery. flEajgft 



The gove rnment's agenda for economic re structuring could 
exacerbate trade friction. Compet i t , 0 n between Japan and the 
United States In technology markets and Tokyo's practice of 
protecting some of Its less competitive sectors already create 
tens i ons . 

MITI-- seeking to promote the domestic software Industry- 
is sti 1 working on software protection legislation that 
would Include provisions objectionable to the United 



-- The Japanese are committed to domestic satellite 
development to spur scientific research and for 
nationalistic reasons. US arguments against uneconomic 
indigenous production carry little weight with Tokyo, 
which will continue to protect government-related 
satellite programs. 

— Policies that protect both depressed industries and the 
cumbersome distribution system are essentially social 
we fare programs designed to bolster employment. For 
political. reasons, they probably cannot be eliminated. 

Hli£!l22I!.I!!* 0r •WWIJ! * r " s . *«ch «s high technology, 
telecommunications, and finance, where Interest groups in both 
Japan and the United States are still fluid, offer the best 
opportunities for relatively quick action to ease trade 
differences. waaiffV^ 




**\?*"'* dependence on trade for vital resources and for 
llS,n^r?;r^at°"^ lllUl?U Willi? 
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Japan's need to diversify energy supplies will encourage 

nr«ii2^ d rt ri2 e !i5w? ar J? ers su 5 h 45 Ir4n and relse the 
?h«« 51.! « 7h P l l c *J ly scn$lli *« ventures, such as 




TRACT OROON 



" Tokyo may attempt to improve ties with the Soviet Union 
by encouraging trade as a leadin to better political 
relations. Japan will probably provide financing for the 
Sakhalin natural gas project If the Soviets can produce 
&n 1 nvestmenj plan and find Japanese buyers for the gas. 



Nakasone has only limited flexibility on defense , although 
no 1 ikely successor is as well disposed toward US views on 
security natters. As with prime minister? before him, Nakasone 
places a premium on the Security Treaty with the United States, 
but in contrast he also believes Japan should Improve its own 
defense capabilities- His personal ability or that of any prime 
minister — no matter how sympathetic — to make significant changes 
in defense policy, however. Is questionable. 



— Because defense remains a politically charged Issue in 
Japan, the Prime Minister's rivals in the LDP can use it 
against him— which prevents him from moving too far ahead 
of the consensus within the party. 



— Most Japanese believe the current effort on defense 1s 
adequate, making major changes In security policy 
unlikely, 1n our view, unless Tokyo faces an unequivocal 
foreign chal lenge— such as a dramatic change In the 
Soviet threat or fundamental uncertainty about its 
security relationship with Washington. 

« Furthermore, budget cuts In various politically sensitive 
areas -agri culture, local government, construction, and 
transportation— will make Tokyo reluctant to I ncrease 
defense spend i n q beyond 1 percent of GNP, | 






DIRECTORATE OF INTELLIGENCE 
21 Oecember 1984 
Ho, Japan Bill Play the United States 

• 

The Prime Minister's Major objective during his discussions 
with the President will be to contain disagreements over trade 
and defense and demonstrate to his countrymen his continued 
ability to manage the US-Japan relationship. The Nakasone_ 
administration will use several time-tested strategies. 




Sidetrack the United States by encouraging discussion 
'ess sensitive issues . An agenda filled with Issues that are not 
central to Japanese concerns is suited for this purpose- -hence 
the alacrity with which both the Prime Minster and Foreign 
Minister have seized on the Pacific basin and African relief. 
Talks on nuclear dis armament _aji d global economic recovery also 
tnts purpose. ■I^HHB 

Try to ease US pressure on trade and defense by emphasizing 
action In other areas . Tokyo may assemble a 11st of *favors - 
Japan has done for the United States to accentuate the positive, 
turn attention from bilateral disagreements, and encourage US 
tolerance for a go-slow Japanese approach on pending US 
requests. The list could Include: 

Increased economic assistance, particularly for LDCs 
designated 'strategic - by the United States. 

-- Backing for the Caribbean Basin Initiative. 

-- Favorable votes In the United Nations and other world 
bodies on Issues of concern to the United States. 
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CONTRACT 



On trade, emphasize progress to date or turn pressure 
on Washington . If efforts to avoid d \ scuss 1 on of different 
over trade fail , Tokyo will point to promotion of Japanese direct 
foreign investment, export restraints, and trade packages that 

1nC0r00rat H m a n a ■ 1 { t AM »■ na Itir ■ - H r mi * 1 » » *t 4 # # « aWm^ r 4 n n C 



back 
■ nces 



ff reductions. 




He 
at 



probably will 
least 



offer to extend auto export restraints-- 
1nformaJly--1f Washington desires. 



Japan announced a new trade package 1n mid-December 
containing advanced implementation of Tokyo Round tariff 
reducttons--largely directed at the LDCs. 

Nakasone will stress the importance of Japanese 
investment in the United States and might mention the 
unitary tax issue and barriers to Investment posed by th< 
Oefense Department for national security reasons. 

He will cite recent progress on financial liberalization 
and standards and point to the potential for US sales 
created bv the 1 Iberal Izatlon of the telecommunications 
market. 




On defense, claim that s i qn i f i cant depar tures 
policy would arouse Japanese and Asian fears , assert th 
cannot afford to do more, and keep US attention focused 

Asi. 



defense budget ." Tn 
exist, but they are 
bigger problem Is 
stronger defense. 



in defense 
"tha t Japan 
on the 



our view, domestic and Asian concerns do 
not as serious as the Japanese portray, 
servatlves' reluctance to pay for a 
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In portraying budget difficulties, rather than military 
requirements, as the key factor that shapes Japan's defense 
efforts, Tokyo 1s describing one of Its objective political 
realities. But the Japanese also use this explanation to avoid 
unpleasant questions concerning Self-Defense Force military 
capabilities. The Japanese probably will point to: 



Steady increases 1n defense 
from a very low base. 



spending—but gradual and 



Dramatic personal 
secure additional 
Increments. 



Intervention by the 
appropr1at1ons--but 



Prime Hlnlster 
in minute 



to 



-- Preparations for breaching the 1-percent barrier—without 
reference to the small sums involved. 

Support for relatively low cost efforts to Improve bilateral 
military cooperation has served a similar purpose In the past. 
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The Japanese cry to use sore effective joint military planning 
ana exercises, agreement on defense technology transfers, 
purchases of US military equipment, strong host-nation support-- 
an intrinsically beneficial to the United States — to dodge the 
larger Issue of whether they need to sake basic changes In 
defense policy, 



Maintain that trade and defense should be treated as 

IrltlVnl ^h e 4' m"" Japanese ""derHne both the Wortan ce of 
treating each problem on Its own merits and the danger of 

Nonethe U!« d1 "J p "" n " 1n ° ne ft* to spill into the other. 
Nonetheless, the Japanese themselves regard the two as intimately 
connected. They see defense spending «, a drag on the nat onal 
economy and likely to undermine Japan's trade performance 
Morever. m playing the United St.?es, Tokyo h t ! " point 

k»£«?*2?!,2! lhe to deflect attention from 

economic differences. — 




B<nUrI> ' dapane " negotiators often emphasize that the Prime 
rh- ^I^wT! 8 respo " ,ve to the opinions of other LDP leaders, 
auhii! £kJ ? upporlers 1n «9riculture and business, and the 
lul \ Vo'bV prevant$ M " fro " b « 1n 9 « forthcoming as he might 

This argument contains considerable truth, but the 
domestic political scene is more flexible than the 
Japanese usually Suggest, and Tokyo's foreign policy is 
as much a product of .hat the external situatio n seems to 
demand as of what the Japanese deem desirable. K" 

As the political or financial price of concessions 
no r flv<r ' *° win the Prime Minister's need to 
km!?I^?" f h *! cn4n 9« «re truly required in order to keep 
off???It] JflJ t !; n ![ 00 lrac 5; Publ1c statements by high-level US 
1nf1»»4.« \ 2 bt "? rt « ffeci lve than private messages in 
J!; !" 1nfl key dowsttc constituencies whose agreement the Prime 

ThI li!l " ° b " in t0 cirry 005 PoUcy adjustments. 

The Japanese argue, however, that such statements could trloaer a 

Uil!"!!! 1 " 1 ? b " kl " h and In the context of ?he SuEtU 

KR/STCtt SEEK SS^ri'SKUJ!:: qu,et "r u * tUM 

?:;s«:« ns:;:c^s 1 ;rEr5;;!^:e-^ny! nd do - 
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endanger the party's control of the Diet, thereby undermining its 
ability to secure passage of bills of Interest to the United 
States. The possibility of an early election makes this a likely 
tactic. 

LOP support Is sufficiently tenuous that giving ground on 
, an Issue of importance to a key interest group could 
threaten the party's Majority, although this Is by no 
means a foregone conclusion.' 

-- If the LOP lost Its majority, management of bilateral 
relations would Indeed become more complicated. Even so, 
the LDP could ally with one of the moderate opposition 
parties, which share its view of the Importance of the 
US-Japan relationship. A leftwl nq gove rnment 1s 
virtually out of the question. 
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In support of President Reag an'j meeting with Prime Minister 
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Objectives of Nafcasone's Hew Admin 1 strati on 




Domej 



tic Goals 



Nakasone's primary domestic target during his second 
administration will be to reduce the government deficit-- 
projected to reach $11.2 billion 1n Japan fiscal year 1 985 - - 
without significantly raising taxes. This priority will govern 
his approach to other programs. In an effort to fulfill 
commitments made by previous administrations, his Cabinet will 
attempt to raise defense and foreign aid spending but will use 
administrativ e reform to continue to reduce other government 
expenditures. 




Pressure Is building within the LDP for more expansionary 
pol1c1es--both from Nakasone's rivals who see a weakness they can 
exploit, and from Olet members who want to stop reductions In 
pork-barrel projects. For their part, the opposition parties 
will fight any Increase in defense spending, especially 1f 1t 
threatens the 1-percent-of -6NP Halt. Although a minority In the 
Diet, they c an stall debate, thus preventing passage of Important 
legislation, ■p^ujj ^ 

The bureaucracy, faced with a shrinking pool of funds, will 
vigorously lobby for key programs. The economic ministries, for 
example, have tried to sell budget Increases by arguing for 
funding basic research that will aid restructuring toward high 
technology Industr 1es--a national goal. B1g business nonetheless 
opposes budgetary expansion, fearing retreat from administrative 
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reform policies could lead to tax increases. Business leaders in 
general also oppose increased defense spendlngbeyond chat 
necessary to satisfy the United States. 

Security and Foreign Policy Goals 

Under the second Nakasone administration, Japan's policy 
will continue to he dominated by an approach that defines Its 
security primarily 1n economic terms. Japanese political and 
government leaders are comfortable with the notion that national 
security depends on economic success based on trade--wh1ch in 
turn sustains domestic stability under an LDP government. One of 
Nakasone's primary goals, therefore, 1s to ensure that the 
international political and economic environment remains 
congenial to Japan's foreign trade. To do so he will: 

-- Seek to sustain world trade and monetary arrangements. 

-- Endorse projects of Interest to the LOCs, such as ASEAN 
solidarity, the Contadora process, and freedom for 
Namibia. 

-- Promote political stability and economic growth 1n the 
LDCs through expanded foreign aid and cultivate Japan's 
image throu gh cultu ral, sports, and educational 
exchanges. ■ | 

Japan's vulnerability to an Interruption 1n the flow of 
imported food, fuel, and raw materials is at the top of Tokyo's 
11st of national security concerns. Nakasone's government will, 
therefore, continue to pursue programs that: 

« Maintain domestic production of rice and coal. 
« Diversify Import sources. 

Reduce import requirements through Industrial 
restructuring and conservation. 

Build stockpiles and maintain foreign exchange reserves. 

On the export side, Tokyo's priority objective 1s to 
maintain access to markets In North Aierica and. Western Europe 
for Japan's new, high-technology Industries. To counter the 
protectionist threat, Nakasone 1 s government will: 

Promote free trade and emphasize Japan's steps to open 
its own markets. 

Shift export Industries to third countries or offer to v 
build production f aci 1 1 ties I n markets that might 
otherwise be closed. 




forn ioftwr 




SECRE 



Mil Itar 
take the Soviet 



Security Strategy : Host of the LOP and Its backers 
threat seriously and put a high value on the US- 
Japan alliance, but they essentially believe the US nuclear 
deterrent solves Japan's security problem as long as the United 
States maintains military parity with the USSR and the Mutual 
Security Treaty is in effect. Although the Japanese military 
establishment has grown in size* sophistication* and public 
acceptance. It Is still Intended to perform only limited military 
functions. From one perspective, Tokyo has put a premium on the 
political purpose of the Self-Defense Force: that Is, as a means 
to satisfy minimally US demands on defense burden sharing so that 
bi lateral differences do not threaten the Security Treaty 
Itself. 




Aspirations for World Leadership 

■ 

Nakasone has long believed that Japan should conduct Itself 
with greater independence and self-confidence. Although Japanese 
generally cake pride in his success In elevating Japan's 
International status, they remain suspicious of schemes that 
might embroil the country 1n foreign conflicts and are concerned 
that Nakasone 1 s known Interest In strengthening Japanese defenses 
could lead to a o ursulx of international stature based 
military power. 



Knuin inn 



on 



The Prime Minister's personal ambition to leave his mark on 
Japanese history and his need to use foreign policy achievements 



to buttress his somewhat shakey 
with his national pride. 61vtn 
military policy, his attempt to 
that he can keep relations with 
particularly Important. He has 
to reopen arms control talks with the Sov.1 tts 
expanded Japanese dialogue with Moscow, 

■i^^H Nakasone hopes someday to persuace tne soviet"* to resume 
discussions on the Northern Territories—an unlikely development 
but a goal tha t combin es Jt1s aspirations as a statesman and his 
nationalism. 



domestic political base coincides 
public sensitivity to his pro* 
persuade the Japanese electorate 
the USSR on an even keel 1s 
stressed support for US efforts 
and backs ai 





Nakasone also hopes to play the role of mediator 1n areas of 
international tension. He apparently believes* for instance, 
that he may be able to facilitate forward movement on <the Korean 
Peninsula by brokering contacts between Seoul and Beijing and 
broadening nonofficlal Japanese channels to North Korea. Japan 
will probably also continue to seek a role in mediating the Iran- 
Iraq conflict. — ^-~ rOT " A 
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Japanese Interest 1n Disarmament 




Always a favorite Japanese these, disarmament has recently 
received heightened rhetorical support fron Prime Minister 
Nakasone and Foreign Minister Abe. Both recognize that Japan's 
Influence 1s only Marginal, but they see clear domestic political 
and forejqnpolicy advantages 1n continuing to champion the 



Most postwar Japanese politicians have identified themselves 
closely with peace-related Issues In order to respond to a strong 
domestic sentiment that Japan must not be drawn Into another war. 

-- Nakasone Is particularly sensitive on this score, given 
his reputation as a hawk as well as press and opposition 
party accusations that he wants to "remilitarize" Japan 
and strengthen security ties with the West. 

-- Pressure on Nakasone Is intensified because his foreign 
minister, who has accorded disarmament a central place In 
his "creative diplomacy," 1s a prime contender for 
leadership of the ruling party. 

-- Nakasone's position is not complicated by an active peace 
movement, however, and serious opposition to new US 
military depl oyment* Jn Northeast Asia has not yet 
material 1 :cd.B ■ 



issue. 





C0NFIDE*TIAl^lfljFORN 



Nakasone has used support for disarmament to legitimize his 
efforts to strengthen Japan's security. 

Publicizing support for Washington's effort to reopen 
arms control talks with the Soviet Union helps him 
distract domestic critics opposed to expanded security 
cooperation with the United States. 

■■ Makasone asserted a strong Interest in the aborted INF 
negotiations, pointing to the need for a global agreement 
that would prevent a Soviet shift of SS-20S eastward, 
where they could threaten Japan. We believe one 
objective was to broaden Japanese security horizons 
beyond the traditional f ocus oil t he US alliance to 
include Western Europe. 




in .»? P !!!!!!?! S 0f su PP? rl for Western firmness and solidarity 
in arms control negotiations with the USSR are designed both to 



shore up relations with the West and to contribute to the overall 
Western deterrent, which Makasone Is convinced must remain strong 

the US-Soviti arms control dialogue will show enough progress 
over the next year to per-lt a significant thaw In superpoltr 
relations. He believes a relaxation of US-Soviet te«lSSJ !!« 
precede significant improvement ■ 
USSR, a goal high on his agenda. 




CONFIDEjljiwHrOFORN 





DIRECTORATE OF INTELLIGENCE 
21 Oecentber 1984 " 
Japan's Relations with t he Soviet Union 

• 

Tokyo has taken an Increasingly tough stance toward the 11 ^ «:a 
since the late 1970s, and despite pm« Hi nl ?er Nakasone ■ s 
IrllltVy lUYutlJi 9 . dU1 ° 9Ue ' J*PMt«.-Sov1.t relatJon! Jill 

" M *J° r <"P;ove«nt in political relations depends on 
Soviet mi Hngness to reopen discussion of the 
longstanding Northern Territories problems. We believe 
N.asone cannot afford to back dowS on this issue? and 

fins aawaBr ta " - i9hc h4ve on 

"" JH!J; y !?? $ 7!! , K problMj : cont1n « e»««r c«"P*ign to 



Moscow's heavy-handed treat-ent of Japan, 
the Invasion of Afghanistan and the KAL i 



coroblned with 
shootdown. has 



»» LI 1 ! 0 ine " L *"°otdown, has 

Increased popular antipathy toward the USSR, heightened 
Japanese awareness of the Soviet threat, and con?ri5 u ?ed 
to improved domestic political support for the Self- 
Defense Forces and the US-Japan alliance 



1ms memorandum was prepared by the Offices of East Asian 
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-- Economic relations are on the decline, partly because 
political relations have deteriorated but also because 
large-scale Siberian resource development pr ojects are no 
longer attractive to Japanese businessmen. 




Nakasone's desire to achieve a -breakthrough' in relations 
witn tne Soviet Union stems from an ambition to distinguish 
hiasel as the prime minister who persuaded Moscow to agree to 
discuss the territorial issue. Without such a Soviet reversal. 
?J!!J 6r, M ? 1 f ■ ane " vepln 9/oo« is limited. The Prime Minister and 



' The Soviets probably see In Nakasone's eagerness an 
mitl un !,l y y Z0 lB P r «™ ■'•'"Ions. They want to discourage 
l<i» .L u *- Ja P ane " collaboration on security issues In Northeast 
Asia and to forestall US-Japanese-ASEAN cooperation on economic 
and political matters. Moscow has responded to Nakasone's 
overtures with efforts to Improve the political atmospherj 
i«lX - J n V h ' J 1sp " ch of high-level delegations, c"c«s?ons to 
m !J!t?S?l B9 * T" 1 fUhtry n «9«1atl5ns. and suggestions of 
J« P ? SS, ? 1 5, C0 " p r? Bl$e on Preconditions for a Gromyko visit. The 
Soviets' flexibility on this score -111 serve as i litmus test of 

^ ffl iIl P «^; nCe c J ey •?5*S* 10 '-Pro"* relations during the 
com ng months. Evtn if Gromyko made the trip, however, we 

itHUi pro ;P" cs for ? oYmmIc breakthrough In DO He el or 

?n;« , r«„ r6 ijo tl ««p: ou Bai ,fl D00r - o,ffe — - .«.,«„,,„ 



Nakasone nonetheless will continue to encourage expanded 
private and governmental dialogue with the USSR. 9 ex P* naea 



He wants to demonstrate at home that his commitment to 
enhancing Japanese security does not entail an 
unnecessarily provocative anti-Soviet policy. 

He has also stated repeatedly that Tokyo must keep 
channels of communication open to the Soviet Union 



He shares the prevalent Japanese view that Japan's 
relations with the Soviet Union are largely dependent on 
US-Soviet relations and Tokyo should not lag behind 1 
Washington and Moscow Improve their relationship m 
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Nakasone's visit to Beijing last March 



have 



Prime Minister 
underscored the Importance both countries 

relationship Converging economic and strategic "terucs 
encouraged closer ties. Tokyo sees China as a potentially 
lucrative export market, as well as a significant source of 
energy and other raw materials. China hopes to acquire Increased 

accounting for more than 20 percent of total trade. 

Japan Is also China's largest creditor, and Japanese 
Uriel investment in Chin, is picking up after a "ow 

! « jV! J ?,ffj°lf fltnk recently decided to 
supply $2.4 billion in low-Interest loans to finance 
Chinese oil and coal development projects. r,nanct 

China has moved to the top spot among Japan's foreign aid 

Japanese officials. The two countries arenegotlatlnq a 
bilateral nuclear cooperation agreement. 

BwH^sr 118 * wars- 
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-- During Nakasone's trip, both sides reaffirmed opposition 
to increased Sov et deployment of SS-20S in Asia and 
agreed to share information on the missiles. 

Both governments have opposed the Vietnamese occupation 
V J????.?" J? d have P r ° vi <led strong diplomatic backing 
IlJhd^wIi* eff0rlS t0 brin 9 aboul a Vietnamese 

" Ch1 I* nav « condemned the Soviet invasion of 

ATgnanistan, have refused to recognize the Kabul realnte 
and have sought to bolster Pakistan. regime. 

Although Japan and China support differe 
regimes, both hive tried to exercise a mod 
influence on their respective oarrn*r< I 



;nt Korean 

, n 

respective partners. 

.1 -I!!'!- 11 P 0 ™"'* 1 for discord In the Japan-China 
relationship as well as in the S1no-US-Japan triangle. Some In 

BJl11 B J r, -M?J B !::! d ri?" ' rid1 5 al l "««'»"'P »uld reemerge n 
8elj1ng, while the Chinese remain wary of Japan's ties to 

nil!*!!;. / hi «« *1H also monitor Japanese response to US 
!nd TckL °. ? Pr0VC *" # daf "" capabilities, and bbth Beijing 
and Tokyo will compete for the attention of US policymakers US 

tSSSl co "P e i lllon '\ th « 9r«1ng Chinese market fo? hl^l $ 
"u! 0 on?h,r°i^M a ' S0 " USe rr,Ct10n 1n lhe J*P«n-China 



Japanese officials nonetheless are generally optimistic 
-bout future bilateral relations. They view sup?or? for CMna's 
modernization as a way to Improve prospects for the survival of a 
moderate leadership In Beijing, help to reinforce Chip's 
■opening to the West,- and r.Suce Incentives fi? ■ j no-Soviet 

»(s:s!!r: c : i":," 01 ??! »•■«••*« «- «cono«i c b. n .?u; \„. 

'♦onshlp probably will encourage continued close Hes. 




A 
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Japan and the Two Koreas I 

Tokyo has always given priority to South Korea over the 
North, but until a few years ago its tile was circumscribed by 
often strained relations with Seoul and a recurring interest 1n 
Improving ties with Pyongyang. Under Prime Minister Nakasone, 
Tokyo h as shi. te d decisively toward strong, open support for che 
South. 

Immediately after his election as prime minister, ftakasone 
broke the bureaucratic logjam that had blocked conclusion of an 
aid agreement and engineered a summit with President Chun In 
Seoul In January 1983. Chun reciprocated 1n September 1984, and 
the unprecedented exchange has helped ameliorate longstanding 
tensions and establish a political framework for progress on 
substantive Issues. Even so, differences over the transfer of 
Japanese technology, South Korea's continuing trade deficit with 



Japan, and historic ethnic antagonisms typified by the treatment 
of Koreans living In Japan are certain to strain relations. 




Accompanying Nakasone's determination to strengthen 
relations with the South is willingness to support Seoul on 
critical Issues related to the North. 

-- The Prime Minister expressed an unusual degree of 

K!:;:ti.!i5! , i!{4?u b 82,s:. Ml ,hoo "°- n " d ,he 

-- After Rangoon he also Imposed sanctions on North Korea 
for more than one year, and he has supported Seoul's 
position on the Inter-Korean dialogue. 
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The domestic political liabilities in taking a firm line toward 
North Korea have declined in recent years. Al 1 " opposi t f on 
parties have distanced themselves from the North, and the non- 
Communist opposition has moved to improve relations with the 
South. The LDP, therefore, is under less pressure to appe ar 
interested in adopting a "balanced" Korea policy. | 

Nonetheless, Tokyo still sees advantages In broadening 
nonofflcial contacts with North Korea. Aside from the economic 
benefits of regularizing fishery arrangements, encouraging some 
progress on repayment of North Korean debts, and expanding trade, 
Japanese officials believe P'yongyang should be drawn out of its 
isolation and into closer contact with the West. In addition, we 
believe Nakasone wants to work toward legitimizing tne division 
of the peninsula by encouraging contacts among the two Koreas and 
the major powers and sees Japanese dialogue with the North in 
this context. Although the Prime Minister probably harbors few 
Illusions about Pyongyang's objectives, he seems to see an 
opening for some forward movement. He has: 

-- Joined the United States 1n urging China to Increase 
contacts with South Korea and has offered Japan's good 
offices as an intermediary. 

-- Applauded the North's offer of flood relief and its 
willingness to resume talks with the South. 

-- Endorsed Seoul's request that both Koreas be admitted to 
the United Nations. 

Nakasone hopes to be in a position to act quickly should these 
Halted signs of movement develop Into an inter-Korean thaw. He 
wants to take as much credit as possible for any progress 
achieved and Is sensitive to the negative political fallout tn 
the event others--espec1 al ly the United States and Chl na-- 
negotiate an understanding without Japan's knowledge. ■ ft 
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Pacific Basin economic 
Japanese policy for over a 
agenda in California 



cooperation, a n 




-- In addition to shifting the spotlight fro* bilateral 
trade friction, the Pacific cooperation idea gives 
Nakasone a region-wide issue on which he can work with 
Washington as an equal and thereby enhance his leadership 
Image at hoae. 

-- Nakasone probably sees sponsorship of Pacific cooperation 
as a way to win support among LOCs for his plans for a 
new Multilateral trade round. 

-- He may also hope that even Halted success of a 

cooperation plan would help Japan by smoothing relations 
with suppliers of important commodities. Economic 
expansion In the Pacific would also create new export 
opportunities for the United S tates - -perhap s reduc ing the 
focus on the bilateral trade relationship. ■ H ' 

Nakasone probably will address Pacific Basin cooperation in 
broad terns, but aay also suggest several relatively saall 
cooperative projects. Tokyo wants to keep the US and Japanese 
presence in the plan low key to avoid putting off the smaller 
countries and reviving memories of Japan's wartime East Asia Co- 

K!I P IE!*! s ?T e - By - k ««a l n fl the projects saall, Tokyo can also 
Keep tne cost down. 
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The projects will be practical and concrete to respond to 
LOC and NIC complaints that such plans are too often merely hot 
air. 

-- Nakasone probably will again raise the idea of a joint 
fund for Pacific 8as1n academic studies. 

-- Tokyo advocates splitting human resource development 
responsibilities, with Japan giving low technology 
training on Okinawa and the United States providing high- 
tech education in Hawaii. 

* 

-- Nakasone believes the private sectorshould sponsor the 
initial stages of cooperation. 

Debates over which nations should be included and 
differences among Southeast Asians who would not benefit equally 
from the projects could easily derail the plan. 

The ASEAN nations will probably balk 1f China and South 
Korea are included. They fear Tokyo and Washington might 



these more important powers. China's incluslon^^Taiwan 
were excluded could also create difficulties. ■ ■ 
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*" !«?»"!!!!£!' ' orei 9 n Hiniiter Abe became the first 
J!! iEi "•II! r ! ■i? 1sie : t0 vi$it Nought-stricken 
i^C „ f2 d / 4Bb "' During the trip he announced that 
Tokyo would increase food aid to Africa by nearly $50 
Billion, bringing the total to $163 allllon for JFY 1984. 

"" During the same period, a joint government-private sector 
■ ssion-reportedly the largest Japanese delegation ever 
dispatched to the eont1nent--vis1ted eight African 
countries to Investigate how Japan could best provide 

Ethiopia, Zambia, and Mozambique. 

-- As a result of Abe's briefings upon his return hone 
Tokyo plans to step up activity in Africa, urge other 
industrialized nations to provide greater support, and 
seek closer US-Japanese cooperation In the region. 
Japanese aid to Africa totaled some $265 million in 1983. 



Ai the request of African leaders, Japan has aqreed to 
act as UN coordinator on African Issues. 

tn an effort to stimulate the Halted domestic Interest 
in Africa, the Japanese Government Is conductinq a 
publ city campaign, which has Included naming Oct 
"Africa month- and holding "starvation lunchls." 
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Although Tokyo's sudden interest in expanding its role in 
Africa is Motivated In part by hunanitarf anism, both the' Foreign 
Minister and the bureaucracy have seized on African issues for 
more important reasons. 

-- With international attention focused on drought and 

famine victims in the region. Tokyo views it as an arena 
In which to demonstrate to Washington and other Western 
nations that Japan is a cooperative ally ready to fulfill 
Us International responsibilities. 

• 

-- Abe's political ambitions almost certainly were a driving 
force behind his trip. Abe, who wants to. succeed Prime 
Minister Nakasone, hopes to gain public recognition of 
his -creative diplomacy"--w1thout sharing the credit. 
Abe's earlier solo venture 1n Middle East diplomacy, 
where his efforts to mediate the Iran-Iraq war nave 
stalled, has not served that goal well. 

Japanese officials have also said they want to prevent 
growing economic problems in Africa from becoming a 
destabilizing force and a drain on the International 
community. 



-- These factors suggest Tokyo's interest in Africa could 
decline If the involvement of other industrialized 
nations falls off or if Abe identifies a ther a reas that 
better serve his political Interests. 




We believe the emergence of a more active Japanese role in 
Africa, especially If Japan shares the economic burden of 
assisting the poorest nations, will generally serve US 
Interests.* The Japanese may go further than the the United 
States wants, however, by giving more than humanitarian aid co 
such Marxist countries as Ethiopia. Tokyo wants to keep Its 
political foot In the door and claims to be more optimistic than 
Washlnojtonjhjft the prospects for Ethiopia's turning to the 
West* 




Japan } so has a arge stake 1n South Africa. Tokyo does 
not have full diplomatic relations with Pretoria and 1n 
International forums is careful- to denounce consistently 
apartheid policies. But Japan maintains strong commercial Hes 
to South Africa. Trade amounts to more than $2 billion per year, 
accounting for about half of Japan's total trade with the African 
continent, we believe relations with Pretoria will continue 
under the cu rrent 4r rangements as long as business remains 
attractive. ~ 




1 Japanese aid to Africa totaled some $265 million 1n 1983. 
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PrlN Minister Nakasone considers the yen/dollar accord 
reached by US and Japanese finance officials last May as one of 
the high narks of bilateral relations in 1964. He has been quick 
lo echo Western praise of Japanese financial market 
liberalization, which the accord promotes. Nakasone has been 
almost as sensitive to US Treasury criticism of the way Tokyo is 
implementing some of the 



Jn^Am. 



[mister snares us concerns about the llmTtei 
liberalization the Finance Ministry Is advocating 1n 
certain areas. 



the 



-- In particular, Nakasone has questioned Ministry decisions 
to exclude securities firms from the soon-to-be created 
yen bankers acceptance market and to require banks to 
notify the M inistry before Issuing Euroyen certificates 
of deposit. M>r ^ fi ' OE ' r - 




We believe prospects for resolving bilateral differences 
over implementation are generally good. In response to 
Nakasone's criticisms. Finance Ministry officials navel 
said they will phase out most of the restrictions that u 
their US counterparts. The officials have not disclosed when the 
restrictions will be lifted, but continued prodding by Nakasone 
^^^genuine liberalization In these areas. 

!!!!!! h * ndl ?!!*" r ; 1 V fttrencti over lr "" banking 
activity by foreigners will probably fester. Tokyo plans to 

carry through on Its yen/dollar accord pledge to allow foreign 



should e 




ThTs-memofanJum was prepared by the Office of East Asian Analysis 
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ba^* " undertake tru5t bank1n 9 *n Japan beginning In 1985, but 

iSltlllllM? 0f / ln ' n S* 1n "* ds " license only eight foreign 
Instituti ons,.. t he number of Japanese banks engaged In such 




We believe financial 1 Iberal ization outside the confines of 

Hi H„iVl* r f ccord win accelerate, through the remainder of 
the decade despite bureaucratic obstacles. Continuing the 

Si^SII «i! he ? ' S A ien years * lne "Wing of che Japanese 
economy -ill provide the primary impetus for deregulation. 

-- The economy's post-1973 transition from a high-growth to 
a medium-growth path destroyed much of the rationale for 
a t ghtly regulated financial system. The Finance 
Ministry responded with narrowly focused and piecemeal 
reforms, but once begun, liberalization fed upon 
Itself. Losers fro* past deregulation demanded--and 
continue to demand. -compensation 1n the form of 
liberalization In an area of their choice. Furthermore, 
the expanded freedom given Japanese banks in 

l«SiJ*«°SS-e" 9 * U flener " 1nfl P r "* ur « 'or lUlUr 

-- In an effort to ease the nation's transition to slower 
economic growth, Tokyo floated massive amounts of 
government debt starting in 1975. Issued with ten-year 
maturities, this debt begins maturing In the coming 
Japanese fiscal year (April 1985-March 1986). To 
refinance these bonds smoothly, the government must 
introduce new flexibility Into funding methods and terms 
ot new issues. Such reform will have ripple effects 
throughout the financial system, as regulators tend to 
link key Interest rates to government bond yields. 

— In the mid-1970s when growth prospects dimmed, Japanese 
manufacturers took a keener interest in international 
markets. This contributed to the mushrooming of the 

foSI* nl w C J 0unt $or P ]u ?- " n,cn approached $35 billion In 
1984. As tne surplus Increased, so did fears about 
regulations inhibiting the efficient recycling of funds 
overseas. In response. Tokyo. has Improved foreign access 
to yen markets for sovereign borrowers.- As long as 
savings remain above domestic needs, we believe the 
Japanese Government will feel compelled to liberalize 
:h.er the country's international financial dealings. 




1 
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standi 9 MtTtt^f!!' " ¥5 sv "«* software, long the industry 
SO !o 15'v.IrI l AS n ;/^ ,d re ? U ? e lhe per1od of Protection fron 

5? SrSSdrs !Spi;?i:?;. pr ?? , jn?;%c t c h ir i sr u,d ffl * ndaie rei " se 

■- US companies would be reluctant to sell sof tware-ba«Pri 



-- Other nations, especially the 
the Japanese example, cutting 
technology trade. ~— — 



NICs and LDCs 
further into 



, wight 
US high- 



follow 



KM "eH'foV" Sow!*"*' ""J" C0 " r011 "P^^hts. 



pass this 
ween MIT I and 
have put It on 



— The Education 



Ministry lj engaged in disputes wirh mtti 

- 

opposes the MITI position. 



Ts meiBoranduB was prepared by the Office of Ea*r a.4.. a > 




WARNING 

INTELL IGEN 
AND MET 



I NOTICE***'* 
GENCi^SOUP 
hjutSinvol 



OURCES 
INVOLVED 



31 



- secret wogpa rt fa wmcT 





Europe, combined with the bureaucratic deadlock, could push the 
Issue to a political level in the ruling party for final 
arbitration. Because MITJ's plan is so unambiguously 
protectionist, the leaders of the ruling party could well re spond 
positively to pressure froa Washington on software. 
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Jff e ! S " J *P"' 5 ■ultiblUlon dollar telecommunications 
market win depend on the evolution of the market after Nippon 
Telegraph and Telephone (NTT) returns to the private sector In 
April. Several barriers to a completely open market are 

S?J!.?r!r. l /I 0 ?? $t seHou$ "««1nfl from the Telecommunications 
Ministry's (HPT) attempts to retain control of its traditional 

-- MPT is drafting ordinances governing the approval of 

technical standards for telecommunications equipment thai 
are apparently more restrictive than the current 
regulations. 

-- The Ministry has formed an association of Japan's largest 
equipment manufacturers to determine standards; 
foreigners will not bt allowed to attend meetings of this 



-- The notification system for the establishment of 




to 



entry 



NTT's efforts to expand Its markets also could limit US 




NTT may continue to release 
a preferred basis. 



Yhls memorandum was prepared by the Office of East A«f»n i B .iy.t, 
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Nonetheless, forces Mick In Japan could encourage a more open 
market. With budget growth virtually frozen except for defense 
and foreign aid, the economic ministries are attempting to move 
into new areas In order to conpete for a share of the shrinking 
pie. 

MITI, the Construction Ministry, and the Transportation 
Ministry, which all are trying to expand their Influence 
Into telecommunications, will oppos e MPT's attempt to 
dominate the sector, as will NTT. ~~~~ — ~ 



The prospect of liberalization also has energized foreign 
and domestic firms that wish to enter the market. Forced to 
survive In a competitive environment, NTT will have to base its 
procurement and technology sales more on profit/loss 
considerations than on concern for maintaining traditional 
relationships. Although It Is likely to dominate the overall 
market, it probably will have to purchase equipment, software and 
databases abroad, Improving prospects for US firm s, wh1_cj have a 
competitive edge 1n telecommunications services. ■ ft 

US pressure has helped to accelerate the liberalization 
process and probably can continue to Influence the development of 
a truly open market. 

-- Because telecommunications Is a relatively new issue, 
Interest groups art not firmly established and do not 
have the political clout of traditional lobbys such as 
agriculture. 

- 

-- MPT Is not experienced in the International arena and 
probably Is susceptible to high-level pressure. 

— Japanese businesses wishing to break into the 

telecommuncatlons market share, the US desire* for an open 
market. 

-- The Impasse created by bureaucratic rivalries could kick 
decisions up to the Liberal Democratic Party, which may 
be more inclined to make political choices that reflect 
Washington's interests. 
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Over the past several months politicians, bureaucrats, 
special study groups, and the press hive begun to focus on the 
question of whether Japan's defense spending w1U--and should-- 
break the self-imposed Halt of 1 percent of GNP set tn 1976. 
Spending on defense Is expected to total .998 percent of GNP when 
the fiscal year ends on 31 March. 

- 

-- Last spring Prime Hlnlster Nakasone appointed a Liberal 
Democratic Party (LDP) study group to consider revising 
the eel ling. 

- 

-- Ouring the summer some politicians and members of the 
press predicted that a proposed pay hike for government 
employees or the Japan Oefense Agency's request for * 
7-percent Increase In Us JFY 1985 budget could push 
spending over the Halt. 

Defense advocates In the LOP recommended this fall that 
the celling be revised, pointing to US pressure for Japan 
to do more In lis own defense. 

-- The Peace Research Counc1l--a private think tank 
commissioned by the Prime Minister to study defense 
Issues—recommended In mid-December that the celling be 
abolished. 

-- In mid-December the defense caucus of the LDP Is expected 
to recommend revising the celling. 




This memorandum was prepared by the Office of East Asian Analysis 
In support of President Reagaj^meetlng -1th Prime Minister 
Nakasone on 2 January 198S. 
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-- Although the Democratic Socialist Party also supports 
breaking the limit, the other opposition parties- 
Including the LOP's snail coalition partner--are opposed 
arguing It woul^lolate Japan's postwar peace 
orientation. ■***Tm&\ 

Proposals for a new Halt have included changing the cap 
. .nI°!* 1 .ES r f , " t t0 " about 1 percent," leaving the limit at 
zhl diMnn , I bUt re ?°? 1n 5 defense personnel costs, raising 

b «W 1.3 and 2 percent, or eliminating it 



f roi 



Nakasone night announce a chang! ~ i — i ^ XBS TuTn^' ' '"RhP^-han 
fUJJIi! 1i Z * 0f econo "* c ^owzh will allow Tokyo to 

WISH SLBSWaS de " n " sp ' ndln * > r ™« 

" £!IJ S J rW rt4 J9 «»99«sti Nakasone does not now have 

thl c^ling * L ° P '° r annoonc,n 9 » revision of 

- gas wiSMi "srfcK'fi a^asr 11 
?o?u h wa^;;; 0 rdU i ;^n: 11 ^" »• » 

• «prf!??- Ti" P rob4b, y br «»" the barrier sometime in 1985, 

b lilt K 1tVlStir n SJ. rX/. h |S !S!!S ,p "! d or a «PPl«ini.1 
orc?.r dull!! X!\ *" y 1 " the LOP wou 1 d prefer the break to 

tlnlno In, ?2 U TT er !? hen lh€ D,,t is 001 ,n "sslon. That 

tin ng would a so el ow for extensive groundwork as a result Of 

r!cD»nS.M!! fl 'J" 'V? SP : ln9 bud9 " *«'1"9* and the 
recommendations by authoritative defense study groups. 




SECRE 
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This spring Tokyo was forced to acknow lidoi it hah 1,1 „at 

end of tht curr.nt Midler. Operat 1 ons E^mm^StM) "J I' 1987? 

" SiJjII! ! r0b J?" 5 5* USed by thi 1 P« r "nt of 6NP cap on 
defense spending forced repeated delays in orders of 
weapons syste.s Included In the plan. 

" "J 1 **"?™ of the NOPO has pushed back any 

^_^d in 1976--until the «1d-1990s at the earliest. 

Planning now under -ay on the new NTQE reflects 

SIS: «SIE 

-• 
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-- A1r Self-Oefense Forces Improvements will concentrate on 
developing the next generation of fighters. Improving the 
air defense warning and control system. Introducing the 
US Patriot surface-to-air missile system to replace the 
aging Nike-J, and possibly developing an aerial refueling 
capability for its fighters. 

-- The 6round Self-Defense Force will seek to introduce new 

tanks and improved infa ntry cam bat vehicles to be fielded 
primarily in Hokkaido. J 




Some high-level officials in the Defense Agency and the 
Liberal Democratic Party (LDP) have called for a revision of the 
goals under the NOPO. They point out that the original Outline 
was written during a period of detente between the United States 
and the Soviet Union. They cite the build-up of Soviet SS-20s In 
Asia, the KAL Incident, and changes in force levels 1n Korea as 
reasons why Japan should not restrict itself to the original 
framework of the HDPO. The LDP. 1n fact, 1s considering revising 
both the 1-percent defense spending cap and the NDPO. The 
party's success with the spending limit will indicat e the 
likelihood of real changes in the NDPO. ' ' 
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ifense Technology Transfer 

Despite exchanges of Messages and some bilateral 

II.?*!S lB9ton '. A SD * cif1 c US case has not vet been 
proposed to test the accord, and the Ministry of Forelon Affair* 

TrU ^""/'SlTf)'^!? I" - thC * M ™> orin?e n rJIt'?on r a S i 



Even so, sone groundwork has been laid: 



{«h!!JiM?« a f!!i n !I!!iI? rBin ? ,dent,,, «" '1** general 
technologies for possible exchange with the Japanese. 

Cofiflit ss ion t 



S-SSiiS*!* l 5* Jotnt M«Mrjf Technology 
established under the agreement to exj>edl(e 
exchanges, mi for the first tine 



chnolgy 



txch.^?""«ie U n S J? eiS cont1nu «* M h «e reservation about the 



^t^fJu^.rie^oM.JuS 1 }" 1 ° f US "° t,ve$ * nd " orr1 «< 1 
r,rI»«iAn5.J ! n «90t1«t1ng for access to Japanese 

technologies could compromise proprietary Information 

it available to potential US competitors. 



make 



security JmJ.™ 1 !!" H4Snin 9» n "« US national 
security concerns as an excuse for deliberately llmitina 

»s"f"e ic n« u t ??n com < rcu] "ehno?;;": 1 ^ ■ <t,n9 

tnererore. sees little reason to be forthcoming. 



Tnis memorandum was prepared by the Off 

ilkl!SS! rt °I ' res1den f meetln 
Nakasone on 2 January 1985. 
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Even so, there 1$ Utile evidence that the Japanese ■ 
bureaucracy itself «ants to nove ahead 1n i-plenentlng the 
accord. So far, no ministry has taken the Initiative to push 
implementation and none appears likely to do so until f1r« US 
proposals for technology exchange force Tokyo's hand. 



for 
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an fort to keep step with the Western crackdown on 

Jtri^SHJ" 5 ;* l 2 l ?* Sov1ei Un1on 4nd 115 J*P" has 

ItHkin! !I f nd red "*9 n « , > ^Port control program. The post 

in tJe ?^:rI? P ; eni ,? ver /' ,e p4 " l " >" rs has b « n « increase 
f li.! Jal! 1 ? f COOPd1n «t<on among the ml nl strl es charged with 
formulating, liiple.entlng. and enforcing export controls. The 

i??o?»r"c? u "i;jr rtd boch "•■• r « , « " 5 co. P i«.Xti; y 

-- Formation of an Interagency committee with 

representatives from the Trade and Foreign Affairs 

Oefense Agency to Improve Japanese export controls. 

" ***** Jil'l'tUZ*?? of • nlr > vl *« 'or E«t Bloc trade 
and scientific delegations, as well as stricter 

interpretation of export control regulations. 
" JjJj*J*J;; of « nd - u " r certificates and some controls on 



— Awareness progress designed to enlist public suppo 
busies compliance with the sirfcter Controls. 




«. Mos J of Jok y°' s "easores Informally extend exlstlno 
authorities that limit Soviet access to'advanced teleologies and 



Tnis memorandum was prepared by the Office of East Asian AmalvtW 
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maintained flexibility to discourage or delay technology sales 
while exer cising^ I ts near autonomous control over export 
1 icenses . 



Host major trading and 
have little to lose because 
relations between Japan and 
stricter controls. 



•manufacturing f irms--bel levlng they 
of the poor political and business 
the USSR--have accepted Tokyo's 



Many have denied Soviet requests for restricted 
technologies. 



Others with 
proper expo 



histories of Illegal sales now insist 
censing procedures be followec 



hat 




Largely as a result of continuing US and International 
pressures, as well as its own experiences with Soviet espionage 
activities, Japan has become sensitive to the strategic 
implications of unregulated technology transfer and more aware of 
Japanese vulnerability to Soviet SIT collection. Mixtt the 
exception of antlesplonage legislation, however: proposals for 
new laws restricting trade or the activities of foreigners in 
Japan are unlikely. Nonetheless, improvements made thus far 
probably will become permanent, with further refinements coming 
at a measured pace, as long as the Western con sensus on 
controlling technology leakage holds. 




■ 
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Economic 6rowrh and Budge 

¥fir Jl , R. H wJ!!! r . IUk " 0M "! n fa « »■« difficulties next 
ecolloilj: «nage the growth-oriented Japanese 

" lil. r !j; B I 5-percent growth rate is a big Improvement 

over the previous four years* lackluster performance, but 

uS*h 5" dr,ven P* r ««y »y strong export performance. 

f? tn * forei 9n sector weakening, GNP growth in 1985 
win probably slow. Our most recent figures show 
weakened foreign demand cutting overall growth In the 
third quarter of 1984 to an annual rate of 3 percent. 

-- Growth of the domestic economy has picked up this year 
nilr $ «!r w Tok /V r « concerned that Investment will drop 
next year as the foreign sector's stimulus declines. 

-- Meanwhile, Nakasone's rivals within the Liberal 

-?!!™?i iC P * r l y (L0P) h f VB used Proposals for boosting 
economic growth to question his management of the 

K ¥i M of ml \ utuki 

rllllVi\* n * f0 l mtr l conomi * P^nnlna Agency Olrector 
General Komoto have both called for fiscal stlmulus- 

- through Increased public spending or tax cuts. 




. ™« government's commitment to holding the line on soendlno 

ifli cJIIXIiI 0 .::;!*! Ue ^ rn '^^ persistent SudS. \Tef\cU 
J«««i!Iir?I\!"S!.I! *! P ??W!" d0 «?^c demand. The LDP's 
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by 10 percent. 



most agencies' spending 



-- Defense and foreign aid are «ajor exceptions 
items along with rising debt ser vice cos ts, 
overall spending up by 4 percent. - 




These 
will drive 
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COHflDEHTLi 



1. Financial liberalization 



2. JjMygtur., „„,«„ M 



3. Standards and certification 
procedures 



4. Telecommunications 
legislation 



5. NTT procurement of foreign 



Restraint on steel shl 
to the United States 




Comments 



Much progress made in implementing 
1984 yen/dollar accord, which promotes 
deregulation. Differences over trust 
banking and Euroyen markets regain. 

Agreement reached In spring 1984 calls 
for expansion of beef and citrus 
imports over next three years, 
bovernment refuses, however, to consider 
-plete liberalization of agricultural 



Recently have begun to accept foreign test 
s"fl SlowT 0l " 10n U Several key arei 

Foreigners will be allowed to sell 
value-added networks after Nippon Teleqraoh 

?g n ft V e 'r° ne i NTT) Apr. p 

1985. New equipment standards being drafre 

appears they may be more restrict^ Sin 

forelon sales to NTT increased Initially, b. 
US sales have declined recently. Outlook 
aln after return of NTT to private 



Have expressed willingness to accept 

export restraints although have yet 

to agree on limits for various types of stee 



Indicates Issue basically resolved during Nakasone's 
Indicates progress has been made but problem areai 
Indicates no real movement has occurred since HaJcasone took office in 1982., 
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ISSUE 



7. Voluntary restraint on 

export of cars to the 
United States 

8. Purchase of foreign 
satellites 



9. Permission for foreign 
i"japTi t0 Praci1ce 

10. Whaling moratorium 



11. Software legislation 

12. Sales of foreign cigarettes 



13. Energy. purchases 
Unite* States 



14. Removal of 
tariffs 



15. Foreign direct 1 
In Japan 



STATUS 



COMMENTS 



16. 



Depressed Industry 
policy 



17. Excise taxes 



w " lend inU,aI agreement signed 
1980 for a fourth year. Bureaucrats have 
hinted extension In 1985 also possible. 

Tokyo will allow private firms to purchase 
foreign satellites, but government policy c 
domestic development of satellites remains 
firm. 

Ho movement so far and none likely 
before 1987. 



Tokyo signed agreement In November 1984 to , 
with Washington over Interpretation have 



Proposed protectionist legislation stalled t 
bureaucratic wrangling but not yet dead. 

Japan Salt and Tobacco Company monopoly 
on sales ended, but concerns about 
distribution and pricing system persist. 

Participating in feasibility study of Alask* 
coal P ^rch«es l " ,nfl feel on D00St,n 9 



Elimination of tariffs approved by Tokyo ano 
passed by US Congress. 

In May 1984 Diet revoked regulations llmltln 
foreign Investment In 12 Japanese companies. 
Improvements also made 1n approval process f 
direct Investments. 

Still Hm'lts foreigners' sales 
opportunities by aiding noncompetitive 
Industries. Continues to restrict foreign 
access to Industrial trade councils. 



taxes, which hit Import sales 
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Japan's NEC Corporation is positioned to win its first-ever sale lo a US 
Government facility. NEC recently won the performance tes; at the Nacional Center 
for Atmospheric Research (N CAR). be ating out one US and another Japanese vendor, 
according cc SCAR officials. 



Japanese Government and industrv consider this sale a test of the openness of 




Many iadlH&v expert assess Jie performance of the most advanced NEC 
supercomputers as roughly comparable *i;h that of leading US systems. 



• The NEC supercomputer outperformed other competitors at NCAR 
because its architecture is »ell matched to NCAR's requirements for 




Nonetheless. NEC has had some problems with recent sales. 




NEC is offering its system at a price well below L*S counterparts. 

• It is unclear, however, if NEC is selling the system below cosi. NEC is 
3 large, vertically integrated firm with world-class, in- house, semiconductor 
production capabilities: this :rov ices the :"irm with a significant advantage 
over its L'S competitor. 

• NEC plans aggressi ve price cm s over a: least the next three years (see 
attached graphic] ^| ^ 

An NEC win at a prestigious L'S Government facility would improve the 
vendor's prospects for additional US sales. 

• According to recent L'S Government study. NEC accounts for less than 
one percent of the supercomputers operating ir. ;he United States. 

f 

I • Some industry experu believe that NEC will benefit from working wtti the 
expert *upen.o<nputer users M SCAR. Most supercomputer makers rely 
on their m ost advance d users ta define ne\; generation hardware and 
software. AM 



/ 
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Special Analysis 



USSR-JAPAN: Increased Acrimony 

Relations betueen the USSR and Japan have deteriorated mark- 
edly. Conflicting security policies pursued more vigorously by new 
leaders in Tokyo and toscou are the heart of the problem. Both sides 
have reason to take some of the current 'neat out of the relationship, 
and public -^onife stations of the problem my subside in the near 
term. Evan so, the abraaiueness that has characterised relations 
since the invasion of Afghanistan and the likelihood that the new 
leaders Ml not make •vxjor substantive concessions strongly sug- 
gest thai the impasse -Jill persist for the foreseeable future. 




Soviet Threats 



Moscow attacked the new emphasis on defense as a 
revival of "militarism.- It reacted to the "aircraft 
carrier" remark by denouncing Nakasone by name and by 
indicating T« Mn ™uM bacon* a taraet for nuclear 

attack. 




While Nakasone was in Washington, the USSR 
public its earlier INF proposal to move some SS-20 mis- 
siles to Siberia—out of range of Western Europe but 
within range of Japan. The Soviets have since told Japa- 
officials that SS-20s in East Asia are not directed 



nese 



at 



Japan but are defensive weapon 
in South Korea and Japan. 




— continued 
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* The threat to transfer SS-20s from Europe, however, 
has made both the Japanese Government and public more 
aware of the INF issue- The Japanese have asked for 
close consultation with the US on the INF talks a nd are 
increasingly interested in a dialogue with IHI^I 

Tokyo believes the Soviet campaign is designed to 
intimidate Japan, foment discord in US-Japanese relations, 
and stimulate popular and business pressure against the 
Prime Minister. Public opinion polls indicate many 
Japanese are worried by Nakasone* s tough stand on defense, 
but there has been nearly universal resentment of Moscow's 
heavyhanded threats- These threats have reinforced 
Nakasone f s firm approach to relations with the USSR, an d 
he has made clear that he will not be bullied. 



The tough Soviet rhetoric also is aimed at arousing 
fear of Japanese militarism in other Asian countries, 
particularly China. In addition to preventing the 
establishment of a formal security relationship among 
China, Japan, and the US/ the USSR is trying to undermine 
current understandings among the three powers on security 
issues, 

The Soviet effort to drive a wedge between the 
Japanese and Chinese has not been particularly effective. 
Last month Nakasone sent an emissary to Beijing to re- 
affirm good relations and discuss Japan's diplomatic and 
defense posture* The visit was generally successful, 
with the Chinese endorsing a limited defensive buildup 
and stronger US ties. Publicly and privately, the 
Chinese continue to express understanding of Tokyo's 
view of the Soviet threat. 



The recent increase in tension stemming from con- 
flicting security policies is taking place against a 
backdrop of continued acrimony over the so-called 
"Northern Territories." Nakasone has made it clear that 
there can be no major improvement in either political 
or economic relations until all four of the disputed 
islands are returned to Japan, s omething that the USSR 
has consistently refused to do. 




—continued 



Maintaining a Dialogue 



Despite the increasing tension, both sides have 
displayed an interest in maintaining contacts. Nakasone 
believes it is imperative to keep channels of communi- 
cation open to Japan's principal adversary. Moscow 
hopes to entice Japanese businessmen to put pressure on 
Tokyo to relax adherenc e tc Wes tern restrictions on 
trading with the USSR, gfr^jfl 

In mid-February Fisheries Minister Kamentsev became 
the first Soviet minister to make an official visit to 
Japan since the invasion of Afghanistan. In late 
February a 250-raember business delegation visited Moscow. 
Little substantive progress was made during these ex- 
changes, but Soviet-Japanese dialogue will continue. 



The Japanese will host the annual Soviet- Japanese 
administrative- level talks in early April. Another 
Japanese business delegation will visit the USSR tn June. 




Out 



The public controversy over security issues may 
abate somewhat in the near future. Conservative leaders 
in Tokyo face a series of elections in the next few 
months and believe the current degree of public anxiety 
over security policy is not to their advantage. As a 
result, Nakasone has agreed tofocus on more politically 
rewarding domestic issues. 




Moreover, the Japanese are interested in preventing 
the relationship from sliding further. The Soviets main- 
tain an interest in involving Japanese industry in trade 
and Siberian development, and they m ay tone down their 
rhetoric to improve the 




Nonetheless, there is little prospect for any measur- 
able improvement in~ bilateral relations. Moscow is 
likely to pursue a hard line against Japan throughout the 
region as long as Tokyo maintains its current. noiieiM on 
defense and the Northern Territories. 




